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PREFACE 


In recent years the problem of orienting the tax structure to the objectives 
of planned economic development of developing countries has deservedly 
assumed great importance. There has been, as a result, a revived interest in 
agricultural taxation, especially since it has generally lagged behind the 
development process and stands in greatest need for readjustment in terms 
of economic and fiscal requirements. In India, soon after the First Five Year 
Plan was launched, the whole tax structure was subjected to a comprehen- 
sive investigation in the light of development objectives by the Taxation 
Inquiry Commission. At the commencement of the Second Five Year Plan, 
the direct tax structure was examined by Professor Nicholas Kaldor, who 
suggested several reforms in his Report on Indian Tax Reform ( 1956 ). Yet, 
the area of agricultural taxation remained comparatively neglected, both in 
terms of investigation and policy making. The present volume is an attempt 
to make a modest contribution to this field of fiscal analysis and policy. 

Several years ago, while engaged upon my Bombay Finance, 1921-46, I got 
interested in the structural growth, functioning, and fiscal significance of the 
Raiyatwari Land Revenue System in the Bombay State. Later, I extended my 
study of this subject and incorporated it in my doctoral dissertation, Agricul- 
tural Land Revenue in the Bombay State, presented to the University of Penn- 
sylvania. For several reasons, this dissertation could not be made available 
in a printed form. In the meanwhile, I directed two of my research students 
at the Poona University, Shri N. Anjanaiah and Shri S. V. Bhende, to carry 
out further investigations in the field of Indian agricultural taxation, assigning 
them Land Revenue and Agricultural Income-taxes respectively for their 
research theses. Our work has been pieced together in this volume. In the 
process of guiding and supervising research theses, it is not easy to assess one’s 
own contribution to the final product; unassumed modesty as well as pride 
in my students’ work preserve me from attempting any such appraisal. 
Since a good part of the present volume incorporates the material of my 
students’ theses, I am particularly anxious not to detract from the credit due 
to them. However, I should like to state that the Introductory Chapter on the 
Evolution of Land Revenue Systems in India, as well as Chapter 3 on the 
Bombay Raiyatwari System are specifically my own; so are the Introductory 
Chapter 12 relating to Agricultural Income Taxation and the Epilogue. Other 
Chapters in Part I on Land Revenue are the work of Dr. Anjanaiah, and Dr. 
Bhende has done the Chapters relating to Indian Agricultural Taxation. 

The development of land revenue systems in India during the British period 
is one of the most interesting chapters in the evolutioh of British policy and 
administration. There exists an extensive and rewarding literature relating to the 
origin and growth, as well as the technical processes of the various system? 
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which were evolved under British rule, and we do not claim to have un- 
earthed any fresh material on these aspects. We have, however, attempted to 
present the historical material in the context of the larger political and eco- 
nomic forces operating in the period, and in the light of the underlying poli- 
tical and economic philosophies. While we have been at pains to trace the 
doctrinal roots of the land revenue systems, our primary emphasis has been 
on the altered fiscal significance of the levy, and on the reforms which have 
become imperative in the current context of planned development. 

Similarly, our study of agricultural income taxation is policy-oriented. Dr, 
Bhende’s investigations have brought to light a number of defects in the legal 
framework, rate schedules and administration of these taxes in various States, 
and have thrown up the problem of reform in a most imperative manner. We 
are aware that the basic reform measure, the integration of agricultural and 
non-agricultural income taxation into a single comprehensive Central levy, 
is full of legal and procedural complications. But we are satisfied that 
sooner or later, these difficulties will have to be squarely faced, and we would 
feel amply rewarded if our efforts induce such an endeavour in appropriate 
quarters. 

The central point emerging out of our studies relating to these two taxes is 
that at present they are considerably underplayed as fiscal instruments in our 
planning process. The price revolution which has occurred since the forties, and 
the fundamental changes in land rights since Independence, have rendered 
land revenue wholly out of alignment with the current economic and fiscal 
situation; yet no consistent scheme of long-range reform has emerged at the 
national level. Similarly, while it is generally recognised that agricultural 
income-taxes are making a minimal contribution and are administered at a 
low level of efficiency, there is no evidence of any basic policy decisions in 
this field. That the fiscal potential of these two major agricultural taxes should 
remain largely unexploited even under growing pressures for resource mobi- 
lisation for development and defence is a very sad reflection. 

I gratefully acknowledge my intellectual obligations to my teacher, Dr. 
Alfred G. Buehler, Professor of Public Finance at the University of Pennsyl- 
vania, U. S. A., under whose supervision I prepared my doctoral dissertation, 
some portions of which have been incorporated in the present volume. Dr. 
Anjanaiah and Dr. Bhende have requested me to express their sense of gratitude 
to the authorities of the Gokhale Institute of Politics and Economics for having 
facilitated their research programme by grants of research fellowships. 


Department of Economics 
Nagpur University 


T. M. JosHi 
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CHAPTER 1 


DEVELOPMENT OF LAND REVENUE SYSTEM IN INDIA 

I 

1. A public charge on land is one of the most ancient forms of taxation, 
and its continuance to this day, in some form or other, is so widespread as to 
be almost universal. In its most primitive form, the land tax was of the natuie 
of a tribute imposed by a conqueror on the subject peoples. When subsequent- 
ly the land tax emerged as a regular levy made by the sovereign upon 
his own subjects, it took the form of a uniform charge on land based upon 
some convenient method of assessment. The early English Danegeld was of 
this nature; a uniform levy on a hide, about a hundred acres. In several 
eastern countries the oldest form of the land tax was a proportional levy on 
the actual gross produce. Thus in India the king used to receive as his due 
about a fourth part of the gross produce of all privately held land. 

2. During the middle ages and early modern times, certain developments 
occurred in the system of land taxation. In some countries the tax base was 
widened so as to include other forms of property such as houses and moveable 
personal possessions. This development was noticed in England during the 
fifteenth and sixteenth centuries. In some countries of Euiope, as also in 
India, attempts were made to discover a juster base of land taxation through 
an elaborate system of cadastral surveys, involving a measurement of all 
lands in terms of a convenient unit, their classification into various grades upon 
considerations of fertility and other productive advantages, and estimation 
of the net produce of each type of soil in the light of average yields and expenses 
of cultivation. On the basis of such cadastral valuation a rate schedule 
was devised for different grades of land, which was revised periodically in 
the light of changing conditions of husbandry such as improved techniques, 
changing prices and costs, growth of communications, and a variety of other 
factors bearing upon the profitability of agricultural operations. Experience in 
respect of such periodical revaluations has not been very happy. The appraisal 
of the quantitative significance of the various factors affecting farm incomes 
and profits for different soils has always been a task of enormous difficulty, 
so that revisions of assessment rates in most cases tended to be rough and even 
arbitrary, in some countries, again, land taxes have come to be based upon 
market indications of annual or capital values of land estimated in terms of 
actual or imputed rentals and selling prices. Here, again, fair m?aket valuation 
has been extremely difficult so that the rate structure has been characterised 
by much arbitrariness, inequality and inequity. 
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3. By and large, most forms of land taxation have tended to be regressive in 
their incidence and have thus offended against acceptable principles of tax 
justice. This feature has been relieved in some cases by concessional treatment 
accorded to small farmers as a matter of social and economic policy. Similarly, 
in some countries the land tax has been pitched at a minimal level, and is supple- 
mented by other progressive levies on agricultural income and landed property 
changing hands by way of inheritance or gift. 

II 

4. The roots of the Indian systems of land taxation can be traced back to the 
period of the settlement of the Aryan tribes in the northern regions. A general 
picture of the social polity, agrarian organisation and land revenue system of 
the Indo-Aryans can be reconstructed from the Vedic literature dating back to 
1200 B. c} 

The Vedic Aryans at the dawn of their history appear before us as a settled people 
largely devoted to agriculture, although the tending of domestic animals occupied an 
important place in their economy. The unit of Indo-Aryan society was the patriarchal 
family. Above it stood the Vis in the sense of ‘ clan and a number of Vis groups 
formed the whole Jam or the People.^ 

The tribal village which formed the unit of economic organisation consisted of 
a group of families united by ties of kinship, each owning a piece of arable land, 
the grass lands being held in common. The tribal chief made a compulsory levy 
known as the Bali, assessed as a share of gross agricultural produce payable in 
grain or cattle. The term also signified the tribute levied from conquered peoples. 
The later Vedic literature of the Sutras, the Puranas, and the Great Epics, 
Mahabharata and Ramayana, depict the social and economic conditions of the 
period extending from the sixth to the second century b. c . They afford evidence 
of a more developed monarchical polity and of a higher stage of agrarian and 


f Max Muller, History of Ancient ^Sanskrit Literature, second edition, p. 572, Williams 
and Norgate, London, 1860. In this connection, the following observation is worth noting: 
** In the absence of any trustworthy evidence, we are forced to rely on what is after all 
the best criterion, the development of civilisation and literature of the period. Max Muller 
on the basis of this evidence divided the Vedic period into four: that of the Sutras 600-200 
B. c.; the Brahmanas, 800-600 b. c,; the Mantra period, including the later portions of 
the Rig Veda, 1000 -8DD b. c.; and theChhandas covering the older and more primitive 
Vedic hymns, 1200-1000 B. c. ” A B. Keith, The Age of the Rig Veda, Cambridge 

History of Modern India, Vol. 1, p. 112, Cambridge, 1922. 

# 

2 U. N. Ghoshal, The Agrarian System in Ancient India, p. 2, Calcutta University Press, 
rCalcutta, 1930. 
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revenue organisation. The king’s share of agricultural produce was different 
tinted from other contribution from the conquered peoples, and came to be 
known as the Bhaga, assessed at rates varying from one-sixth to one-twelfth 
of the gross produce. Besides this primary levy, agricultural land was subject 
to other imposts, such as the hiranya, a cash charge on certain special crops. 
Similarly, contemporary canonical literature of Buddhism also contains seve- 
ral references to village life and land taxation. Again, the Dharmasutras, of 
which the Institutes of Manu is the most celebrated, contain a fairly 
comprehensive account of the polity, economy, and fiscal organisation. Manu 
sanctions rates of land revenue varying from one-sixth to one-twelfth of 
the gross produce according to the nature of the soil; in times of war and 
other emergencies, a higher rate, one-fourth of the gross produce, was permitted. 
Historical records relating to the Mauryan Empire (323-185 B. c.) such as the 
fragmentary account of Megasthenes, the Edicts of Asoka, and the monumental 
treatise, Arthashastra, also offer a fairly clear picture of political organisation, 
rural economy and fiscal administration of the times. The Arthashastra, in 
particular, treats these matters in a most incisive and detailed manner. It 
appears that a part of the royal demesne was leased out to farmers who retain- 
ed for themselves varying portions of the produce of land. In the case of 
privately held lands, the revenue assessment was ordinarily one-sixth of the 
gross produce, the rate being subject to variation according to the nature 
of the soil and the crop grown. The king’s share was raised to one-fourth in 
times of war and other emergencies. Besides land revenue proper, privately 
held lands were subject to several other levies, such as the hiranya^ the udaka^ 
bhaga (water-rate), etc. The Arthashastra goes into considerable detail in des- 
cribing the prevailing system of measurement and classification of land, records 
of tenancy, revenue officers and their duties, and other matters connected with 
fiscal administration. 

5, The economic history of India during the next three or four centuries is 
shrouded in mystery. Politically, it is believed, the country came to be parcelled 
out into a number of dynastic kingdoms of varying size and authority. From the 
fourth to the seventh century, a measure of political consolidation was effec- 
ted by the Gupta dynasty, of which the inscriptions and other historical 
records permit a rough reconstruction of economic and fiscal organisation. 
While the bhaga was normally one-sixth of the gross produce, several petty 
cesses were levied not only on agricultural land but also on garden land, pastures 
and wastes. In the post-Gupta period these imposts increased in number and 
irksomeness. 

6. From the eleventh to the early eighteenth century, India was subject to a 
series of raids and conquests by Muhammedan chicltains from Central Asia. 
In the pre-Mogul period, A.D. 1000-1526, especially during the regime ofAla- 
ud-din Khilji, the system of land revenue assessment and collection tended to 
become peculiarly oppressive. 



4 


AGRICULTURAL TAXATION 


.... The Government’s share of the land was fixed at half the gross produce, and 
heavy grazing dues were levied on cattle, sheep, and goats. The officials and clerks 
appointed to administer these harsh laws were closely watched, and any attempt to 
defraud the revenue was severely punished. Hindus in the kingdom were reduced to 
one dead level of poverty and misery, or if there were one class more to be pitied 
than another, it was that which formerly enjoyed the most esteem, the hereditary 
assessors and collectors of revenue. Deprived of their emoluments but not relieved 
of their duties, these poor wretches were herded together in droves with ropes round 
their necks, to the village where their services were required.^ 

During the later regime of the Tughluqs, however, conditions were markedly 
improved. The pitch of assessment was consideiably lowered, and the collection 
of the Government demand was carried out with moderation and restraint. 
During a.d. 1540-45 Sher Shah introduced a reformed system of revenue 
assessment and collection which formed the groundwork of subsequent imp- 
rovements in the system. He ordered a cadastral survey which included measure- 
ment of land, its classification into three primary grades upon the basis of 
fertility and other productive advantages, and the estimation of the average 
gross produce of each type of land; the royal share was then fixed at one- 
third of the average gross produce. This system was adopted as a basis of a 
series of experiments in revenue reform inaugurated by Akbar, the Great Mogul 
(1556-1603), through his revenue minister Raja Todar Mai. He carried out a 
more comprehensive and accurate land survey, classified lands according to 
their productive capabilities and frequency of cultivation, estimated the gross 
produce of each type of soil and converted the grain share into a cash demand. 
For determining this last, the average gross produce was valued in terms of 
local prices of the preceding two decades. The kingdom was divided into ‘circles' 
on the basis of agricultural homogeneity, and a series of rate schedules was 
devised to suit each circle. In actual collection, account was taken of the character 
of the season, the area sown and other factors bearing on realised produce. 

. , . . The detailed conduct of assessment and collection was in the hands of the 
" assignees ’ who, however, were bound by the sanctioned schedules of assessment 
rates. The Collector was required to deal with established cultivation strictly in 
accordance with the Regulation System; but he was under constant pressure to 
increase the revenue yielded by his circle by the traditional processes, extension of 
cultivation and improvements in the class Of crops; and in order to attain these 
objects, he was allowed considerable degree of latitude,^ 

In the early period of Akbar’s reign assessments were made annually; 
later, however, decennial assessments became common. The village officials 
were required to maintain detailed records relating to the holdings and revenue 

3 W. Haig, “ The K|ialii Dynasty and the First Conquest of the Deccan ”, Cambridge 
History of India,, Vol. Ill, p. 107, Cambridge, 1928. 

^ W. H. Moreland, “ The Revenue System of the Mogul Empire ”, Cambridge History 
of India, Vol IV, p. 463, Cambridge, 1937. 
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liabilities of the cultivators within their jurisdiction, and to appraise the cha- 
racter of the season with a view to suitable reduction of Government demand. 
The Regulation System applied to the heart of the empire; in outlying regions, 
more summary methods tended to operate. For instance, in Bengal, Berar and 
parts of Gujarat, instead of individual farmers being assessed directly, the reve- 
nue demand was fixed for each village, or a group of villages, and collected from 
local chiefs and landlords. The Emperor often made grants of land to indivi- 
duals carrying the right to collect revenue therefrom; such alienated lands came 
to occupy an important place in the fiscal system during the later period of 
Akbar’srule. The system was extended by the later Mogul Emperors who relied 
increasingly on revenue farming as the standard mode of realising the govern- 
ment demand. As a result, revenue collecting rights matured into hereditary 
property in various regions, especially Bengal. Again as the quality of admini- 
stration deteriorated at the centre, the revenue officers and farmers freely 
exerted their power of levying illegal exactions from the cultivators. 

The uncertainty and political disorder of the times encouraged many jagirdars to defy 
the local viceroys whose power and income fast deteriorated; they began to collect 
revenues themselves in their jagirs with every kind of oppression. Not merely the 
bigger chiefs and nobles but the headmen of sub-divisions began to convert them- 
selves into landholders throughout the eighteenth century. Thus, as a considerable 
portion of the peasants were placed under farmers, assignees and headmen, the 
modem zamindari system entrenched itself.^ 

7. In the Deccan regions the Todar Mai system was introduced and elaborat- 
ed by Malik Ambar, minister of the Bahamani Kingdom of Ahmadnagar. He 
carried out an extensive survey of land within the dominion, and di\ided it 
into two clear-cut categories: Khalsa or land subject to the payment of the 
normal revenue demand to the king, and inamat, or gift land whose rental 
was ‘alienated’ in favour of individuals as a reward for service. The Khalsa 
lands were further classified into bagayat (garden land) and jirayat (corn land), 
each of which was subdivided into four grades according to fertility and other 
productive advantages. The next opeiation was the estimation of the average 
gross produce of each grade of soil, the government demand being then fixed 
at one-third of the gross produce converted into a cash assessment in the light 
of average prices. This system was later (around 1660) improved and elaborated 
by Shivaji, the founder of the Maratha Empire, under whom the customary 
rights in land and revenue liability of different types of holders came to be more 
clearly defined. Two distinct categories of occupants came to be recognised: 
mirasdars, whose tenure was permanent and heritable and subject to a fixed 
revenue demand; and upris^ who were tenants-at-will having no permanent 


^ R, MukeTjcQ, Economic History of India, 1600-1880, p. 16, Longmans Green <& Co., 
London, 1939. * 
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rights in land and who were subject to a fluctuating revenue liability. The aggre- 
gate assessment of a village, the jamabandi, was arrived at annually by a process 
of bargaining between the village headman (Patil) and the government revenue 
officer {Mamlatdar). 

The Mamlatdar would offer terms based on previous payments and on a consideration 
of the season, and the cultivatois ( through their headman ) would state their 
objections. There was a good deal of give and take about the arrangement; and in 
cases where an arrangement could not be arrived at, the simple expedient of dividing 
the crop was resorted to, the government taking half and the cultivators half,^ 

During the course of the eighteenth ceutury, the system described above 
was on the whole well administered by Shivaji's successors, the Peishwas. 
However, at about the close of the century the revenue administration 
began to show signs of deterioration. Under the later Peishwas, the office 
of Mamlatdar was auctioned out among the court attendants, who were 
encouraged to bid high and then make up by realising maximum- assessment 
from the peasants. Under such a farming system, the office was often sublet 
several times at increasing rates, and the holders made the best of their charge 
as long as it lasted.^ 

No moderation was shown in levying the sum fixed, and eveiy pretext for fines 
and forfeitures, every means of rigour and confiscation, were employed to squeeze 
the utmost out of the people before the arrival of the day when the Mamlatdar was 

to give up his charge Amidst all this violence, a regular account was prepared 

as if the settlement had been made in the most deliberate manner. ^ 

8. The revenue systems described above operated in the context of a rural 
economy of which the most noticeable feature was the village community with 
its characteristic pattern of economic and administrative organisation and funct- 
ioning. Baden-Powell has familiarised us with two types of village community. 

In the one, the village contains a number of cultivating holders ( who usually work 
the land themselves with the aid of their families, but often employ tenants ). These 
holdings are separate units ; the cultivators do not claim to be joint holders of a 
whole area, nor do their holdings represent, in any sense, shares of what is in itself 
a whole which belongs to them all. They are, however, held together by their 
submission to a powerful village headman and other village officers, and by use in 
common of the services of a resident staff of village artisans and menials .... This 


® G. Keating, Rural Economy of the Bombay Deccan, p. 5, Longmans Green & Co., 
London, 1902. 

^ The Bombay Survey and Settlement Manual, Vol 1, p. 15, Government of Bombay,, 
1943. 

8 Sir Mountstuart Elphinstone, Report on the Territories Conquered from the Pekhwa, 
* 39, (Government Gazette Press, Caclutta, 1821. 
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form of village is universal in Madras, Bombay, Berar and Central India The 

second form of village may be described as similar in many respects to the first, but 
with one essential feature superadded, and others modified in consequence. The 
important feature is that there is an individual, or a family ( or a group of ancestrally 
connected families ) which has the claim to be superior to other cultivating landholders 
and in fact to be the owner or landlord of the entire area within the ring fence of the 
village boundary, as already existing, or as established, by their own foundation .... 

It is desirable to find some brief designation by which to refer to the two kinds of 
village, and I have indicated the one in which the landholdings are separate units 
and there is no sharing of a whole estate, by the term Raiyatwari village. The other 
form may be provisionally called Landlord or joint village because there is always an 
individual owner — or more frequently a co-shaiing body — ^holding the landlord right 
over the whole.^ 

The origin, nature and organisation of such village communities have been 
the subject of a great deal of historical researcy^ and current investigation.^^ 
Scholars have pointed out that in spite of the vicissitudes of dynastic 
changes and foreign conquests, these village communities retained a 
surprising degree of coherence and self-sufficiency, and developed a 
characteristic pattern of economic and administrative organisation, not 
unlike that of rural units in other parts of the world, such as the Russian 
Mir, the Frerch Ville, and the English Manor. The British administrators 
who faced the task of political and administrative reconstruction during 
the latter half of the eighteenth cenlufy and the early years of the 
nineteenth century found these village communities functioning with a high 
degree of efficiency and viability. For instance. Sir Mountstuart Elphinstone, 
the first Governor of Bombay, in the course of his comprehensive report on 
the conditions of the regions of the Deccan observed : 

From whatever point of view we examine the native government in the Deccan, the 
first and most important feature is the division into villages or townships. These 
communities contain in miniature all the materials of a state within themselves, if all 
the other governments are withdrawn. Though probably not compatible with a very 
good form of Government, they are an excellent remedy for the imperfections of a bad 
one. They prevent the bad effects of its negligence and weakness, and even preseut 
some barriers against its tyranny and rapacity.‘t2 

Another contemporary British administrator, Sir Charles Metcalfe, remarked: 

The village communities are like little republics having everything they want within 
themselves, and almost independent of foreign relations. They last when nothing else 


^ B. F. Baden-Powell, Land Revenue in British India^ pp. 69-75, Clarendon Press, Oxford 
1894. 

For instance, Sir Henry Maine, Village Communities in the East and West. 

For instance, Oscar Lewis, Village Life in Northern India* 

Elphinstone, op cit. p. 21, 
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lasts. Dynasty after dynasty tumbles down; revolution succeeds revolution; Hindu, 
Pathan, Mogul, Maratlias, Sikhs and English — all are masters in turn; but the village 
communities remain the same. In times of trouble they fortify themselves. A hostile 
army passes through the country; the village communities collect their cattle within 
their wall and let the army pass unprovoked. . . . When the storm has passed over, 
they return and resume their occupation. 

While this picture appears to be a little overdrawn, there is no doubt that the 
pattern of economic and administrative organisation of these village commu- 
nities was structured to withstand the political changes and dynastic wars of 
those troubled times. The village population consisted of three classes, agricul- 
turists, artisans, and administrative oflhcers, who together formed a self-sufficing 
group. The mode of cultivation was ai alogous to that of the manor, the arable 
land being divided into open fields owned and operated by individual cultivating 
families, with pastures and grazing lands held in common.By and large, the crops 
grown were those required for local consumption, production for the market 
being confined to specific crops such as cotton, and sugar-cane. The village arti- 
sans — the smith, the carpenter, the barber, the priest, and so on — were paid in 
kind in accordance with time-honor red scales. The village officers headed by 
the Patil who combined revenue, judicial and police duties, held their offices 
by grants from the Government, which were hereditary and saleable, though 
seldom sold. 


Ill 

9. Such were the conditions of agrarian life and revenue settlement on the 
eve ofthe British conquest of India. From the middle of the eighteenth century 
onwards, the East India Company acquired political control and took over 
administrative responsibilities over extensive tcrritoiies; at the same time the 
Company’s affairs were brought more and more under the supervision and 
authority of the British Parliament. The development of land revenue settle- 
ments under British rule may be conveniently divided into two periods: 

(i) 1765-1833 : From the acquisition of the Diwgni of Bengal, Bihar and Orissa 
after Plassey, 1765, to the passing of the Charter Act of 1833. During this 
early period, British administrators were confronted with fundamental prob- 
lems of reconstruction in the field of general administration, law and justice, 
and revenue organisation. In revenue administration they had to reconstruct 
the old systems which had been corrupted under the native rulers, in the light 
of experience and expediency, and emerging social philosophy. Theie emerged 
out of these efforts the three familiar patterns of land revenue settlement — the 
Permanent Zamindari System, the Raiyatwari System, and the Mabalwari 
System — in different regions of the country. 


^ Metcalfe, Minute of November 1 830. 
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(ii). 1833-1939: During this period of a little over a centnryj the three systems 
of land revenue settlement developed their operative techniques. During these 
years the systems were exposed to rapid changes in economic life, especially 
in the rural sector, consequent upon the establisiiment of the British system 
of law and administration, and the growth of transport and communications. 

IV 

10. During the early period, 1765-1833, the British admimstrators were 
confronted with fundamental problems of political and adininistiative recon- 
struction of an ancient society. Since land revenue was the pivot of the admini- 
strative organisation, the problem of reorientation emerged in its most concrete 
form in this field. Here, more clearly than anywhere else, could be traced the 
influences of historical heritage, practical expediency, social and economic 
philosophy, including attitudes of those who framed policy and who administe- 
red it. The British found themselves the inheritors of a long tradition in land 
taxation, which by the time they took over the administration of the Indian 
territoiies, had been encrusted by a bewildering variety of abuses and coirupt 
practices. They also found a pattern of rural organisation structured upon 
time-honoured customary relationships, property rights and i avenue settlements 
within the village economy which had withstood the vicissitudes of political 
power and which imposed certain natural restraints on corruption and harass- 
ment. In their own country the forces of economic change had been set into 
motion, and were acquiring increasing tempo decade by decade. New philoso- 
phies relating to social organisation, politics and economics, were emerging. The 
new ruleis of an ancient society were thus faced with basic issues — to assimilate 
and to conserve, to consolidate and to reform. Not a few of those who shaped 
Indian policy in England and many of those who administered that policy in 
India were deeply imbued with evangelical fervour, were well instructed in the 
developing political and economic philosophy, and had acquired an insight 
into the complicated relationships and functioning of an alien society which 
one cannot but admire, perhaps with a little envy. British politics at that time 
were being powerfully influenced by the philosophy of Liberalism, as well as 
by the religious movement of Evangelicalism. The liberal influence took shape 
under the pervading atmosphere of Benthamite Utilitarianism and its offshoot, 
the Classical Political Economy. The impact of these philosophical movements 
on Indian administration, and particularly on land revenue settlements, has been 
recently brought out in a most incisive manner by Professor Eiic Stokes.^^ 
His study reveals the direct and indirect impact on Indian land revenue 
settlements exerted by the Classical Political Economists, Ricardo and Malthus, 
James Mill and John Stuart Mill, and by several British administrators in India 


E. Stokes, The English Vt'uitarians and India^ Oxford University Press, 1959. 
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who were subject to the influence of their teaching — Munro, Elphinstone, 
Metcalfe, Malcolm, Mackenzie, and several others. 

11. The play of these forces first exhibited itself in the Cornwallis System of 
Permanent Settlement. When the East India Company obtained the Diwani of 
Bengal, Bihar and Orissa, the old Mogul system of farming out revenue had 
created a variety of customary rights in land, and protean forms of imposts and 
levies. After trying out several methods of revenue assessment and collection, 
the Directors of the Company finally decided to make a clean sweep and esta- 
blish a secure right of private property foi the Zamindars along with a perman- 
ent limitation of the State demand so necessary to sustain that right. 

The Permanent Settlement of Bengal ( 1793 ) was a frank attempt to apply the Whig 
philosophy of government. It had as its central belief the Whig conviction that 
political power is essentially corrupting and inevitably abused; that power, to be 
exercised with safety, must be reduced to a minimum, and even then kept divided 
and counterbalanced. Cornwallis sought to reduce the function of Government to the 
bare task of ensuring the security of person and property. He believed that this could 

be achieved by permanently limiting the State demand on land The permanent 

limitation of the revenue demand and the curbing of executive power which it made 
possible, were not, however, the most decisive feature of the Permanent Settlement. 
This was, rather, the determination to introduce private property rights in land and 
uphold them through a western type of law system. Cornwallis believed that every- 
thing hinged upon the recognition of property rights of the Zamindars, the great 
landholders; and indeed, landed property is the kernel of the Whig conception of 
political society.'is 

12, While the Permanent Settlement firmly established the proprietary 
rights of the Zamindars, and limited their liability to pay ten-elevenths of the 
rent collection to the Government, the rights of the tenant-cultivators were 
left in an uncertain and precarious state. It seems to have been the intention of 
the Government that the rents which the tenants paid to the Zamindars should 
remain at the customary level. But these rents showed such wide variations from 
locality to locality that they defied generalised regulation. However, the 
Zamindars were required to issue to each tenant a patta stating the customary 
rent payable by him. The Zamindars were naturally reluctant thus to limit their 
claims, while the raiyats were afraid that they would be evicted from their 
land after the expiry of the patta period. The pattas, however, were made 
obligatory and the burden of proving the customary rates of rent was thrown 
on the tenants. The effect of this provision was : 

to produce a huge volume of litigation, with which the courts were unable to deal. 
Some of the raiyats abandoned their holdings; others began to withhold payment of 
rent. In the confusion that followed, the Government’s revenue became endangered, 


15 Stokes, op p. 5. 
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and the Zamindars complained that unless their hands were strengthened, they could 
not collect their rents, or pay their revenue regul irly.i^ 

This situation led to the passing of the Haptam regulations which gave 
wide powers of distraint of land of defaulting raiyats to the Zaniindars. In 
this way, fiscal expediency operated in favour of the latter and caused 
encroachments on the rights of the tenants and rendered their position 
highly insecure. It was only in the subsequent period that some measure of 
statutory protection of tenant right was secured. There is a noticeable 
similarity here with the conditions which the doctrine of non-intervention 
produced in England in respect of factory labour in the early nineteenth 
century. There, however, the misery of the unprotected proletariat was the 
price of progress; here, it was unrequited distress. 

13. Very soon after its introduction in Bengal, the Cornwallis system encount- 
ered strong opposition in other parts of the country. The opposition was 
spearheaded by Sir Thomas Munro in Madras, Elphinstone in Bombay, and 
Holt Mackenzie in the North-Western Provinces. While these opponents 
subscribed to the Utilitarian doctrine of the ‘magic of private property’, they 
could not bring themselves to the wholesale recasting of the old system; their 
attitude was one of judicious preservation of the old patterns and traditions, 
joined to a genuine desire for cautious reform. The high priest of their intel- 
lectual faith was James Mill, who himself owed allegiance to Ricardo and 
Malthus. The theoretical foundation of their opposition to the Permanent 
Settlement and of their plea for temporary settlements either directly with the 
individual occupant as in the case of the Raiyatwari system, or with village units 
and estates as in the case of the Mahalwari system, stemmed from the core of 
the Utilitarian Political Economy — the Doctrine of Rent, and its tax impli- 
cations. That the unearned income from land constituted the most equitable 
basis of land taxation was a strai^tforward deduction from the Classical Rent 
Theory. Its application to Indian conditions appeared to Mill ( who exercised 
immense influence on Indian administrators through his position at the India 
House ) to be so obvious as to hardly need any elaborate defence. A land tax 
that would slice off a portion ( even a very large portion ) of economic rent 
seemed not only just but also conducive to the creation of valuable property 
right in land; it would not adversely affect production and prices as the supply 
of land would be unaffected. Again, such a tax would constitute an increasing 
source of public revenue. Permanent limitation of the state demand which 
the Bengal system involved was a senseless fiscal sacrifice. These ideas not only 
provided the source of opposition to the Bengal system but also constituted the 
foundations of the doctrine of “Net Produce” which lay at the root of the early 


Report of the Land Revenue Commission^ Bengal, Vol. 1, p. 21, Government of 
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land revenue settlement systems in Madras, Bombay and the North-Western 
Provinces. 

14. The 'first phase of the Madras Raiyatwari system was inaugurated by 
Captain Read and Thomas Munro who carried out exploratory and experi- 
mental projects in certain regions during 1792-1807. Its groundwork was set 
forth by Mum*o in his Report of 1807 ; it was extended to the whole Presidency 
(except the permanently settled areas) during Munro's Governorship, 1820-27. 
Its basic techniques were the very antithesis of the Cornwallis system, though the 
principle of private property inhered in both. Instead of placing the revenue 
liability on the Zamindars who collected rents from the cultivators, the Munro 
system settled the Government demand directly with individual occupants, 
and “thus committed the administration to the vast undertaking of assessing 
and collecting the demand for each cultivated field’’.^^ The occupant was recog- 
nised as the virtual proprietor, though technically he held his land on a “perpe- 
tual lease without its responsibilities inasmuch as he can any time throw up 
his lands but cannot be ejected as long as he pays the dues”.^® In theory, conse- 
quently, his revenue liability was rent payable to the Government; however, the 
settlement officers were to use their sound judgment and discretion in arri- 
ving at a “fair’* assessment, such as to leave a surplus to the occupant in order 
that his proprietary right may be practically meaningful in the land market. 
The pitch of assessment was determined in an empirical manner, a roundabout 
way of getting at the “net produce”, later incorporated in the Wingate-Goldsmid 
system of Bombay The aggregate assessment to be.levied from a whole district 
was first fixed in the light of past settlements under native rulers, taking into 
account the views of individuals and revenue ofiicers in each locality; the 
aggregate was then distributed among smaller units down to each field. The 
assessments were originally intended to be unalterable, but later they were 
made subject to periodical revision. 

15. In Bombay, Munro’s ideas strongly influenced Elphinstone who took 
over the “Territories of the Peishwa” in 1818. In the Deccan regions he found 
the “old economic order” based upon the integrated, coherent and highly viable 
village communities in a fairly well-functioning state. The major portion of the 
land was held in proprietary right by mirasdars, with a fixed revenue liability; 
the upris, tenants-at-will, were subject to a fluctuating demand. Here again, 
the land revenue system had been corrupted under the later Peishwas, especially 


Stokes, op cit., p. 83. 

IS Munro Report of 1807. 

It is interesting to^note that the Madras Raiyatwari system started with the assess- 
ment procedure which was developed in the Bombay system in its second phase, that is, 
after 1836; the Bombay system started (under Pringle) with the procedure of calculating 
the net produce which Madras evolved in its second phase* 
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as a result of the farniing system, to which reference has already been made. 
Elphinstone approached his problem of reconstruction in a spirit of enlightened 
conservatism. 

The leading principles are to abolish farming, but otherwise to raaintain the native 
system; to levy the revenue according to the actual cultivation to make assessment 
light, to impose no new taxes and to do none away unless obviously unjust; and 
above all, to make no innovations. 

Actually, however, the first phase of the Raiyatwari system which he 
inaugurated through Pringle ( with the backing of the theoretician James 
Mill) involved a complete break with the old tradition and largely bypassed 
the village communities of which he was so fervent an admirer. The Pringle 
Settlement, 1825-33, was the arch-triumph of the Classical Theory of Economic 
Rent applied to land taxation under conditions wholly out of alignment with 
its theoretic assumptions and practical requirements. The Pringle Settlement 
was based upon estimates of ‘'net produce” calculated in terms of average gross 
produce and necessary costs of cultivation for different soil classes. While, as 
Mill claimed, the State in theory could absorb the whole net produce by the 
land tax, caution demanded that actual assessments should be pitched at about 
half the true surplus, so that the unappropriated portion left to the occupant 
would constitute resources for what we sophisticaliy term private capital 
formation. The Pringle system, like the Munro Settlement in Madras, adapted 
the legal fiction of a '‘tenure” to describe occupancy, though the occupant was 
endowed with all the practically meaningful incidents of proprietorship. It is 
often said that the Pringle Settlement failed because the pitch of assessment was 
excessively high, and that it coincided with a series of bad harvests. While 
these facts are based upon unchallengeable evidence, it must be remarked that 
basically this theoretically precise system floundered under the weight of its own 
precision. 

Much of the failure was due no doubt to the attempt to carry out a most complicated 
and detailed form of settlement with the aid of an administrative staff entirely 
inadequate in number, training and discipline.2^ 

This verdict should appeal to those who, after nearly a century and 
half, are conducting farm income and cost studies. 

16. Land Revenue Settlement in the North-Western Provinces (later called 
United Provinces, and currently Uttar Pradesh), as well as in other extensive 
regions of northern and central India, while it differed from the systems of 
Bengal, Madras and Bombay, incorporated certain features of both these 
systems. In these regions, landlord villages and raiyatwari villages were both 

20 Eiphinstone, op cit, p. 23. 

2^ B. Stokes, p. 102. 
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common; zamindari rights had matured under the farming system of the later 
Moguls; and the peasantry was rack-rented and suffered grievously from fre- 
quent famines. During the early years of the eighteenth century, attempts were 
made to introduce the Bengal system, but a reaction soon set in, inspired 
largely by the fear of revenue sacrifice which the permanent limitation of the 
State demand involved. However, a better rationale was supplied by Holt 
Mackenzie, whose monumental Memorandum of 1819 paved the way for the 
Mahalwari system based upon the net produce criterion. Mackenzie was deeply 
versed in the philosophy of Bentham, and in the Political Economy of Ricardo, 
Malthus, and James Mill. He was a convinced exponent of the rental concept 
of land taxation, and succeeded in incorporating that principle in the revenue 
system inaugurated by Regulation VII of 1822. The system was based upon an 
elaborate survey of village lands, a careful record of rights, and determination 
of the assessment of each mahal in the light of its fiscal capabilities, the value 
of the produce, and the costs of cultivation. Almost contemporaneously with 
Pringle in Bombay, Mackenzie attempted the impossible task of discovering 
the net produce by estimating gross produce and costs in the absence of 
objective market data. 

Aside from the administrative difficulties in the way of the system, a consideration 
of its assumptions will show that it was an impossible job from the very beginning. 
The costs of cultivation is a reasonable concept if there is a price upon the inputs but 

there was no such price in the early days of British rule Tbe computation 

required a market mechanism which did not exist 22 

Both Mackenzie and the Directors were aware of these difficulties, 
but they felt that the net produce standard based upon such calcu- 
lations would give fairly good results if the actual assessments were so cau- 
tiously moderated as not to encroach upon ‘Tair wages of labour and profits of 
stocks”. Further, the revenue officers were enjoined to carry out specimen 
inquiries on individual fields, with the object of arriving at reasonably reliable 
quantifications of produce and costs to form a workable basis for assessments. 
However, Mackenzie later admitted that the task was beyond the powers of 
the existing personnel, and his system, like that of Pringle in Bombay, was 
soon abandoned. The subsequent Regulation IX of 1833 did not give up the 
net produce criterion, but attempted to estimate it in the light of less fugitive 
data of rental values. 

While, thus, assessments of each village or mahal were attempted to be made 
on the basis of the principle of net produce, the responsibility of defraying the 
government liability was arranged in different ways. In some cases, the settlements 
were made with the Zamindars, but the village communities were protected 
by sub-settlements prescribing the amount payable to the Zamindars. In other 

P Walter C. Neale, Economic Change in Rural India, p. 125, Yale University Press, 
New Ha^ii, 1962. 
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cases, settlements were made directly with village bodies; wherever the villages 
were by custom and tradition regarded as the property of individuals or groups 
of individuals, settlements were made with them. In all cases, however, the 
settlements were made subject to periodical revision. 

17, Such is the story of the early efforts of the British rulers to reconstruct 
the system of landholding and land taxation as a part of the larger endeavour 
to reorganise India’s administration. It is an uncharitable error to say that in 
this exploratory period the British authorities in England and India were 
guided by nothing except political expediency, administrative convenience, 
and self-interest. While these motives cannot be conceived to be wholly absent 
in any foreign rule, it must be conceded that history does not record many in- 
stances of alien rule which showed similar regard for a theoretic approach for 
policy formation by understanding and interpreting a wholly unfamiliar and 
complicated social fabric. In an historical perspective, the errors stemming from 
misapplied theory, from a rationalisation of expediency into philosophy, have 
not been uncharacteristic even of self-governing communities. There is, however, 
one aspect of this early period which jars upon those who attempt a liberal 
interpretation of the efforts of the foreign rulers. Apart from the structural 
aspect of land revenue reform, the unchallengeable evidence of the high pitch 
of the land tax in most parts of the country should have received greater con- 
sideration than was accorded to it. Granting that the peasantry was generally 
subject to excessive exactions during the deteriorating native administrations 
on the eve of British conquests, contemporary evidence does not indicate 
that the weight of the tax burden was lightened to any material degree. That 
the early assessment to in Madras and Bombay were high, even excessive, is amply 
clear from contemporary records of revenue officers, inquiry committees, and 
other official sources. The oppressive level of the Pringle assessment was 
officially admitted.^^ Similarly, the Madras Settlements even under the .liberal 
Munro were inordinately high; after Munro the situation became one of 
oppression and agricultural distress unparalleled even in India at that age.^ 
Evidence of a similar nature in other parts of India is also available. This 
point has been thoroughly dealt with in standard writings of economic 
historians, and it is hardly necessary to labour it further. 


The Bombay Administration Report for 1872-73 pointed out that the Pringle Settle- 
ment “ had the result of aggravating the evil it had been designed to remove. From the 

beginning it was found impossible to collect anything approaching the full revenue 

Every year brought its accumulated arrears of revenue and the necessity of remission and 

modification of rates Every effort, lawfuV and unlawful, was made to get the utmost 

out of the wretched peasantry Numbers abandoned their homes and fled into the 

neighbouring states. Large tracts were thrown out of cultivation, and in some districts, 
no more than a third of the cultivated area remained in occupatron,'* 

R. C. Dutt, The Economic Bistory of India^ Vol 11, p. 50, Publications Division, 
Government of India. 



16 


AGRICULTURAL TAXATION 


V 

18. The period of a century, from the eighteen-thirties to the nineteen- 
thirties, is one in which the three patterns of land revenue settlement developed 
appropriate operative techniques and procedures. In this period, the growth 
of the systems has to be viewed in the context of disturbing forces of great 
magnitude operating upon the entire social, political and economic fabric of the 
country. Many of these forces had emerged in the earlier period — the Industrial 
Revolution in England, the establishment of British patterns of law and judicial 
administration over major portions of the Company’s territories. However, 
by far the most strategic force (in the sense of having the highest disturbing 
potential), was the development of communications through roads and railways, 
and oceanic transport. The development of the means of communication rapidly 
broke up the ‘old economic order’ based upon self-sufficing village communities. 
The flooding of the Indian market with products of English factories ushered 
in a continuous decline of the indigenous arts and crafts, leading to the migra- 
tion of large numbers to rural areas. At the same time, the linking of local 
markets with national and world markets set in motion the process of commer- 
cialisation of agriculture and the gradual displacement of custom by competi- 
tion. The firm establishment of land rights, coupled with the security offered 
by the judicial processes, opened out immense possibilities to the occupants 
for improvident borrowing and to the money-lenders for unscrupulous lending. 
The resulting growth of unproductive debt and transfers of land to non-culti- 
vating classes produced severe agricultural distress, which often led to peasant 
uprisings in several parts of the country. Thus, in their formative period, the 
land revenue systems were subject to powerful disturbing forces of economic 
change, growing pressure on land, increasing rural debt, and widespread 
distress and impoverishment. 

19. The developments in the Permanent Zamindari system are primarily 
in the field of statutory protection of tenant rights. This was provided by the 
series of tenancy acts, for instance those of 1859 and 1885, which on the whole 
proved ineffective. In spite of the somewhat curious attempt on the part of 
R. C. Dutt to defend the system, the Government officially recognised its 
shortcomings in the course of their Resolution on Land Revenue Policy (1902). 
More recently, the Land Revenue Commission, Bengal (1940), has exhaustively 
dealt with its many defects — ^fiscal loss, lack of contact between the Government 
and the cultivators, the growth of sub-infeudation, excessive rents, enormous 
litigation — and sounded the death knell of the system. It is superfluous to go 
over this ground as it has been adequately covered in a number of treatises. 

20. From our point of view the development in the settlement systems of 
Madras, Bombay, and the North-Western Provinces are more interesting, and 
are therefore examined in greater detail in what follows. In these systems, the 
application of the “net produce” criterion went through a series of changes in 
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technique and procedure, while retaining its original contact with the rental 
conception. 

21. In the North-Western Provinces, the year 1833 marks the end of the 
assessment system based upon the calculations of gross produce, costs and net 
produce. The Regulation IX of that year inaugurated the empirical method 
similar to that of Madras in the earlier period, and that of Bombay in the later 
period. This method-^aggregate to detail” — was set forth in Thomason’s 
Directions to Revenue Officers (1844). The revenue demand for a group 
of villages was first determined in the light of past settlements and then distri- 
buted over the whole region down to the village estate according to the “judge- 
ment and sound discretion” of the settlement officers. The Directions enjoined 
a cautious use of rental data, prices, and general economic conditions. The 
Government demand was fixed approximately at two-thirds of the net assets. 
After 1855, however, this empirical procedure depending upon the subjective 
impressions of revenue officers was replaced by a technique by which the “theo- 
retical rental value” of each estate was attempted to be arrived at by an increas- 
ing reliance on cash rentals actually paid by the tenants. This “theoretical rent 
rate system” was perfected by C. A. Elliott in the course of settlement operations 
in Farrukhabad. The assessments thus came to be based on actual rents record- 
ed in the village rolls, though the officers were required to use these figures 
with caution and discretion. Later, complete reliance on actual rents was made 
obligatory through the Oudh system which was made statutory under the Land 
Revenue Acts of 1901 and 1929. This tendency was obviously the result of the 
process of commercialised agriculture which made cash rents more and more 
common. While, thus, the Government’s revenue demand came to be determin- 
ed more and more on the market data, tenant rights were tardily and halt- 
ingly recognised and, on the whole, in effectively protected. The Regulations of 
1822 and 1833, as also Thomason’s Directions of 1844, largely left the landlords 
free in the matter of rents. The occupancy rights of tenants were, however, 
recognised by Thomason’s Directions and by the subsequent Act X of 1859, 
and by a series of later statutes. 

22. In Madras, the empirical impressionistic system of Munro was given up 
at the middle of the century, and the “new” Raiyatwari system was inaugurat- 
ed in 1855. It was based upon cadastral surveys covering the whole area, invol- 
ving classification, and grouping of villages according to similarity of conditions 
of climate, market facilities and other factors bearing upon agricultural 
production. The assessment rates were determined by attempting careful 
estimates of average produce and costs of cultivation for different soil classes. 
This superficially precise and scientific system, like its counterparts in the 
earlier Bombay and N.W. systems, did not fulfil the intentions of its framers. 
The estimates of average produce and costs, even with the*help of crop experi- 
ments, proved to be pseudo-scientific, and in many cases, the settlement officers 

..3... 
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reversed the process by first fixing a suitable sum of revenue to be raised and 
then adjusting the rates to yield that revenue. 

When the Original Settlements came in for revision after thirty years, 
‘‘Resettlement'' procedures had to be devised. These threw up characteristic 
problems: What should the land classification of the original settlements 
be revised ? What should be the standard data for revising the rates? 
How should the data be collected and used? At first, it was declared that 
the soil classifications would not be altered in the resettlement 
operations; later, however, this declaration was withdrawn. Similarly, it 
was laid down that revised rates should be based entirely on price 
data, and that assessment rates would not be raised on account of 
increased value of the produce resulting from improvements effected by the 
occupants. These principles were also not consistently followed. The Resolu- 
tion of 1902, while it enunciated broad lines of policy regarding resettlements, 
as well as in respect of gradualising the implementation and liberalising the 
collection of revised assessments, discounted dogmatic treatment of the proce- 
dure based upon theory or arithmetic, and supported enlightened empiricism 
as the groundwork of the whole revenue system. 

The demand for a more definitive statutory enunciation of the resettlement 
procedure was renewed during the period of the Reforms, 1921-35. The official 
Economic Inquiry Committee, 1928, roundly condemned the whole land 
revenue system based upon “averages” relating to prices, outturns, rainfall, 
and water supply, and made a plea for bringing the system of resettlement 
under legislative control. This, however, was not done during the period under 
review; later the resettlement operations were held in abeyance, and finally 
given up. 

23. The developments in Bombay proceeded along different lines. After 
the Pringle system was abandoned, the settlement system was shaped by 
three influential officers, Goldsmid, Wingate and Davidson. The “Original 
Settlements” (1836-66) were based upon techniques evolved by these officers, 
and enshrined in the monumental Joint Report of 1847. The Joint Report 
technique involved a comprehensive survey of all land, a highly complicated 
procedure of soil classification, and the fixation of actual assessment rates by 
the method of “aggregate to detail”. The aggregate for the areas to be settled 
were determined in the light of past settlements, the conditions of agricultural 
production, and other broad economic factors by their very nature incapable 
of quantification. The aggregate was distributed over the smaller regions and 
finally made applicable to each field in the light of the soil classification system. 
Obviously, the whole process was highly empirical and dependent upon the 
subjective impressions of the settlement officers. Yet, there inhered in the inten- 
tions of the framers of the system and in its technical processes the doctrine 
that the assessments should be related to economic rent, though it was admitted 
that practical dfficulties precluded the adoption of a theoretic standard or 
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proportion of it as the basis of actual assessment. 

From tbe dilfiiciiity of ascertaining the true rent of different descriptions of land, we 
have not assumed any theoretical propoition of this for the standard of our assess- 
ment; but we fully coincide in the justice of the principle of limiting the Government 
demand to a portion of the true rent^ and believe that 50 to 60 per cent thereof 
would form a liberal assessment.25 

During the course of the first series of revision operations, 1866-96, this 
impressionistic method was incorporated into a number of government resolu- 
tions, directions to settlement officers and other executive orders. The general 
features of the revenue system were embodied in the Survey Act of 1865, which 
was later re-enacted in the more comprehensive Land Revenue Code ( 1879 ). 
The latter contained a most baffling provision regarding the principle of 
revision assessment : 

In revising land revenue, regard shall be had to the value of land, and in the case of 
land used for agriculture, to the profits of agriculture. 

The term “profits of agriculture” was not defined, and it was left to the 
settlement officers to “have regard” to it in the light of qualitative and 
quantitative data relating to the revenue history of the tract to be settled, 
prices and wages, markets and communications, rentals and sales of land, etc. 
In the course of subsequent revisions, the procedure of estimating the profits 
of agriculture was embodied in detailed instructions to settlement officers 
regarding the nature of inquires to be carried out for the purpose. These inst- 
ructions cautioned the revenue officers against an indiscriminate use of rental 
data for drawing definitive conclusions regarding profits of agriculture 
and alteration of rates of assessment based thereon. However, the settlement 
officers came to rely more and more upon such data for revision purposes. 
Two senior officers, Webb and Anderson, worked out a “rental index” which 
was extensively used for revision operations. The Bombay system thus came 
nearer and nearer to the U. P. System developed earlier, with much less 
theoretical justification and possibly more practical harm. In the United 
Provinces, there was at least a fairly large volume of data relating to cash 
rentals. In the Bombay regions, leasing was much less common, and even 
where it existed, the character of the leases, the terms and conditions of 
contractual rent, and other matters connected with tenancy were so diverse 
that the rental data could hardly give even rougli indication of the true 
profits of farming, especially in those tracts in which competitive rents had 
been inflated by abnormal conditions. The inherent injustice involved in 
the system was brought to the forefront in the course of the Bardoli 


25 Joint Report^ para 17* 
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agitation and the subsequent inquiry by Broomfield and Maxwell. The 
main points which emerged out of the inquiry were : firstly, that owing to 
the predominance of owner-cultivation in most parts of the Bombay 
Presidency, data relating to contractual rents were meagre; secondly, that 
even when they were available, they were not of a character, in respect of 
coverage and accuracy, to indicate the true rental value of lands; and that, 
therefore, a system which seeks to base revision assessment rates on them 
would be productive of much injustice and distress. The basic difficulty was 
that contractual rents were a poor indication of the true profits of agriculture 
and therefore an inequitable criterion of tax paying ability; if they are uncont- 
rolled, they would leave the tenants in a highly insecure position; if they are 
controlled, they are a wholly unsuitable basis of government demand on 
land. 

During the closing years of the period under review, 1919-39, there was 
considerable legislative discussion regarding statutory regulation of assessment 
principles and procedures in Bombay. We have reviewed this aspect in some 
detail in Chapter 3. The passing of the Land Revenue Code (Amendment) Act 
in 1939 closes the present period of developement of the Bombay land revenue 
system. Before taking up the next phase, 1940 to the present day, we wish to 
deal with some of the controversial issues which emerged during the periods 
already reviewed. 


VI 

24. Critics of British administration have often levelled the charge that the 
coherent, integrated, self-sufficing and spontaneous character of the village 
communities which constituted the bulwark of rural society was disintergrated 
as the direct consequence of the centralised system of law and administration, 
and the raiyatwari pattern of revenue assessment which were established 
under British rule. Though early administrators like Elphinstone had realised 
the value of village institutions and wished to preserve them in the new admini- 
strative, judicial and revenue organisation, their successors did not always 
keep this aim in view. In course of time, the village communities languished 
and ceased to be the focal point of the administrative system. The village 
officers gradually lost their time-honoured status in village life and became 
mere agents of government; the village councils went into desuetude for 
lack of recognition and support. 

It is a lamentable fact that these ancient and self-governing institutions have declined 
and virtually disappeared under the administration of the British rulers. Some degree 
of trust in the leaders of the village, some power in revenue, criminal and police 
administration and a careful and sympathetic supervision for the prevention of abuses, 
would have enabled these communities to render good service to the present day. 
No system oi successful self-goverment has been introduced after the old forms were 
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effected, and an alien government lacks that popular basis, that touch with the people, 
which the Hindu and Mohammedan Governments so wisely maintained.^^ 


It should be realised, however, that apart from the somewhat overdrawn 
picture of blissful stability of village communities, tlieir viability essentially 
depended upon the existence and continuance of highly localised markets, 
the direct result of lack of transport and communication facilities. One cannot 
bring oneself to believe that the self-sufScing character of the village commnui- 
ities would have withstood the forces of commercialisation of agriculture and 
the monetisation of the economy, which were upsetting the balance of the 
traditional social and economic life. The adoption of the pattern of revenue 
settlement could hardly be regarded as the primary factor in the situation. 

25. To what extent did the establishment of the various systems of land 
revenue, especially the raiyatwari pattern, contribute to the growth of un- 
productive rural debt? Usurious money-lending and agrarian indebtedness are 
by no means peculiar to India. The economic annals of Europe afford ample 
evidence of usury and of the fruitless attempts to check it by legislation and 
by religious injunction. In India, the evil has been of old standing. Before the 
British occupied the territories of Bombay, the peasantry in most regions 
was found to be more or less indebted. In 1821 Elphinstone wrote: 

. . .( in the Bombay Deccan ) the peasantry are sober, frugal, and industrious . . .(but ) 
the faults of their government have created corresponding vices in them ; its oppression 
and extortion have taught them dissimulation, fraud, and mendacity, and the 
insecurity of property has rendered them so careless of the future as to lavish on a 

marriage or other ceremony the savings of years of parsimony The effects are felt 

in the debt and embarrassment in which the whole of the agricultural population 

is plunged. 27 

The debts of the farmers were contracted from the Sowkar, the money- 
lender, who often belonged to the class of marwaris or banias^ an alien element 
in the village population, and not a bit less unscrupulous than his counterpart 
elsewhere. In the old order, however, the rapacity of the money-lender 
was held in check by the natural restraints of a closely-knit rural society. The 
peasant’s constantly recurring necessity for credit rendered honesty and good 
faith the best policy for the borrower, while moderation and caution were 
enjoined upon the money-lender not only by local law and custom but also by 
the absence of a strong administrative and judicial machinery for the 
enforcement of contracts. 

During the course of the nineteenth century, however, the restraints imposed 


26 R. C. Dutt, India in the Victorian Age, p* 197, Kegan Paul, Trench and Trubner, 
London, 1903. 

27 Elphinstone, Report on the Territories Conquered from the Peishwa^ p. 9. 
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upon the borrower and lender alike was weakened, and circumstances favoured 
both improvident borrowing and nnscrupluons lending. The increased pressure 
of population on land led to subdivision and fragmentation of agricultural 
holdings which in several regions rendered farming uneconomic. At the same 
time, land revenue policy increased the credit-worthiness of the peasantry by 
affording a clear and firm title to their land. The increased value of land made 
it a good security against loans which the money-lender was all too willing to 
advance as the legal machinery for enforcement of contract was well-established 
under British administration. Thus, the borrower was tempted to improvident 
borrowing by the ease with which loans could be obtained on the security of 
his land, while the money-lender became more and more exacting with the 
weakening of the restraints of a primitive society and the firm establish- 
ment of orderly government with its laissezfaire attitude toward contracts. 
All this led to the familiar phenomenon of unrestrained usury and chronic 
indebtedness in rural communities. In several regions, indebtedness produced 
the natural consequences of transfer of land from the cultivating to the non- 
cultivating classes, distress sales of land, and other evils. During the seventies, 
these assumed such proportions that they led to peasant uprising in several 
parts of the Deccan. The Royal Commission which was appointed to inquire 
into the causes of the Deccan Riots made a reasoned analysis of the underlying 
factors of rural debt and its consequential evils. Tt brought out the connection 
between the revenue settlement policy and rural debt in the following manner: 

It was hoped that the permanent title and light assessment guaranteed by the survey 
settlement would so far increase the ryot’s (farmer’s profits and stimulate his industry 
that by degrees he would free himself from the debt that hung around him. The 
increased production and the stimulus to agricultural improvement did indeed follow 
as anticipated, but debt, instead of diminishing, increased. The facilities for the 
recovery of debt afforded by our civil courts had called into existence an inferior 
class of money-lenders dealing at exorbitant rates of interest with the lower strata of 
the agricultural population. As the value of the ryot’s title under the survey settlement 
came to be recognised, a fresh start was given to the money-lender in his competition 
with the ryot for the fruits of the soi],28 

This view was emphatically restated by the Famine Commission of 1901, 
which observed : 

The recorded occupier of each field under the survey settlement became the recognised 
owner subject to the payment of a moderate land tax. His rights as owner were, as 
Wingate says, 'absolutely free from all conditions except the simple one of discharging 
the Government tax’.... A strong tenure of this kind held at a low assessment was 
a very valuable property; and it is easy to see now that it would have been wise 
to have kept a vigilant watch over the use which : an ignorant and unthrifty peasantry 
was making of it .... It was decided, however, that there should be no interference 


Report of the Deccan Riots Commission^ 1875, p. 20. 
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by Government officers with the people and that no inquiries should be made 
regarding the financial condition of the cultivators. 

Thus things were left to take their own course; and the result was as invariably 
happens when an ignorant and impoverished peasantry can dispose vithcut restriction 
of valuable rights in land, ... the cultivators sank deeper into debt, and their 
property began to pass out of their hands. It must be admitted that the conditions 
on which, under the revenue system, the cultivators held their lands helped to bring 
this about. The rigidity of the revenue system forced them into debt., while the 

valuable property which they held made it easy to borrow What we wish to point 

out is that the intentions ( of the framers of the system ) have not been fulfilled. 
They expected the accumulation of agricultural capital; but their plans did not promote 
thrift, nor did they conduce to the independence of the ryot. They looked for the 
capitalist cultivator, and v/e find the sowkar^s serf.29 

There is thus a very close connection between the Raiyatwari land revenue 
system with its firm title to land and the debt problem. The legal position of 
the holder under the “Survey Tenure” was that he had complete property right 
in his land , and the freedom of transfer which goes with it. The assessments 
were guaranteed for a fairly long period, so that in the technical sense, the 
occupier was a tenant with a high degree of security of tenure and jfixity of 
rent. While these were progressive steps in the evolution of land rights, they 
were not accompanied by protective measures against usurious money-lending 
and distress transfers of land. As a result, these valuable rights offered opport- 
unities to the ignorant and needy peasants for unproductive borrowing and to 
the unscrupulous money-lenders for usurious lending of which both the parties 
availed themselves most immoderately. While, in this way, the firm tenure 
established by the land revenue system contributed to the debt problem, the 
the level of assessments during the whole period though fairly high, cannot be 
regarded as a very important cause of unproductive borrowing. . The assess- 
ment levels during the Original Settlements were on the whole moderate. At 
subsequent revisions, however, several factors contributed to general enhance- 
ment of the rates — rising prices, higlier rents, growing communication facili- 
ties, and so on. But it is obvious that most of these factors contributed to the 
reduction of the real burden of the revenue demand. 

However, during the inter-war period, and especially during the depression 
of the thirties, assessments did prove burdensome; but considering the relat- 
ive place of land revenue payments in the agricultural cost structure, it is still 
questionable whether they should be assigned an important role as a causative 
factor of rural indebtedness. 

Progressive monetisation of the economy, the development of internal transport, the 
growing commercialisation of agriculture, and the general evolution of an all India 


29 Report of the Indian Famine Commission^ p. 107. His Majesty’s Stationery Office 
Cd. 876, 1901. 
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market with the steady support thus provided to local prices, all these served to 

lighten the burden of land revenue as the decades passed It is therefore reasonable 

to conclude that the land revenue enhancements during the period ( 1836-1944 ) were 
of a relatively moderate character. 

Broomfield and Maxwell have observed that the assessment is not 
the only or even the main cause ( of rural debt ) seems to be a fair 
deduction from the figures of yield and cost of production. This view 
was corrborated by several settlement officers as well as by non-official invest- 
igators of rural conditions. 


VII 

26. Since the beginning of World War II the land revenue systems of India 
have been subject to powerful forces of change, and have been in a process of 
transition. Land reform legislation, especially the abolition of Zamindari 
tenures, had resulted in conforming all land revenue system to one common 
Raiyatwari pattern. The price revolution of the last two decades has rendered 
the assessments in most regions out of alignment with the price-cost-income 
structures, and has enormously reduced the relative significance of land taxes 
in the fiscal structures of the States. Adjustment to these forces has been of a 
transitional or ad hoc nature; no long-range plan of re-orienting the levy to the 
fiscal objectives of planning has emerged. 

27. The monumental Report of the Bengal Land Revenue Commission 
(1940) set into motion the great movement toward the abolition of Permanent 
Zamindari systems. After a thorough examination of the social, economic, 
fiscal and administrative results of the Permanent Settlement, the Report 
concluded that ‘‘no other solution than the State acquisition of the interests 
of all classes of rent-receivers would be adequate to remedy the defects. The 
principle and policy of abolition of Zamindari received strong support from 
several other committees after Independence. The various legislative measures 
which accomplished this great land reform are too well-known to need specific 
mention. With the abolition of Zamindari tenure, the relation between the 
occupant and the State all over the country has conformed to the Raiyatwari 
pattern. The old tenants’ rents simply came to be converted into land revenue, 
and were paid into the State fisc. However, this Raiyatwari revenue has not 
been properly re-assessed or placed on a national basis on well-thought-out 
fiscal principles. 


Report of the Taxation Inquiry Commission^ Vol. Ill, p. 215, Government of India, 
1953-54. 

Report of the Special Inquiry into the Revision Settlements of BardoU and Chorasi 
Talukas, p. 66, Government of Bombay, 1929, 

32 Report, p. 2. 
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28. In the newly created Raiyatwari areas as well as in the old ones, the 
operative techniques of the system developed during the last century and a half 
have almost ceased to function. In most regions revision settlements have been 
postponed or abandoned, so that the assessment rate structure of the pre-war 
period has remained unaltered in spite of the virtual price revolution which has 
occurred since then. Whether under the altered price-cost-income structure 
the taxable capacity of the occupants at different levels has increased, and if so, 
to what extent; whether these classes are relatively undertaxed as compared to 
similarly-situated income groups in the non-agricultural sectors; — these are 
debatable issues to which we have given some thought in one of our later 
chapters. The statistical and analytical arguments for and against the upward 
revision of land revenue assessments are very slippery, but we believe that there 
are sufficiently reliable indicators on which a practically valid case for upward 
revision can be supported. So far, only transitional re-adjustments in the form 
of surcharges have been made in some states; they have met with opposition 
in others. Anyway, surcharges are merely ad-hoc or transitional devices and 
are no substitute for the overdue long-range programme of reconstruction. 

29. The price revolution has also significantly altered the relative import- 
ance of land revenue in the fiscal structure of the States, and of the country 
as a whole. While there has been practically very little absolute real increase in 
land revenue receipts, the level at which the States are operating their other 
fiscal instruments is much higher than at the beginning of the War. It is thus 
clear that today land revenue as a fiscal levy is wholly out of alignment with the 
prices and costs and with the other elements which make up the financial 
structure of the States. Under the increasing pressure of fiscal needs for plann- 
ing and defence, we cannot afford to underplay this levy which, despite its 
reduced fiscal significance, constitutes a sizable amount of public revenue. 



CHAPTER 2 


DEVELOPMENT OF THE RAIYATWARI LAND REVENUE SYSTEM 

IN MADRAS 


L Territorial Acquisition 

The different areas of the former Madras Presidency came under British 
rule at different times.The strip of land on which the city of Madras was found- 
ed in 1639 was bought by the British from the Raja of Chandragiri, a descend- 
ant of the Rajas of Vijayanagar. In 1765, a grant of four of the ‘‘Northern 
Circars,” viz, Srikakulam, Rajahmundry, Elloreand Kondapalli, was obtained 
by Lord Clive from the Mogul Emperor along with the Diwani of Bengal. 
The new ‘Circar’ of the State of Guntur came into the Company’s possession 
in 1788. The districts of Salem, Dindigul and Malabar were acquired after 
the first war with Tippu Sultan in 1792. Canara and Coimbatore were added 
after the Second Mysore War in 1799; Tanjore was annexed by Lord Welle- 
sley in the same year. The districts of Cuddapah, Bellary and Anantapur, and 
portions of Kurnool were ceded to the British in 1800 by the Nizam of Hyder- 
abad. In 1801, the whole of the Carnatic comprising the districts of Nellore, 
North Arcot, South Arcot, Trichinopoly, Madura and Tinnevelly was turned 
over to the British by the Nawab of Arcot. The remaining portions of Kurnool 
were annexed in 1838. 

2. Early Raiyatwari System 

The British rulers introduced at first the Zamindari system in the Pre- 
sidency but their attempt was only partially successful. The conclusion of the 
settlements on the village basis also ended in failure. Later, Thomas Munro 
convinced the Court of Directors of the necessity as well as the utility of intro- 
ducing the Raiyatwari system in the Presidency. The Court of Directors in their 
Revenue despatches dated 16 December 1812, and 12 April 1815, firmly in- 
structed the Government of Madras to introduce the Raiyatwari system in all 
the non-permanently settled areas of the Presidency. Even before the arrival of 
this formal order of the Directors, the Raiyatwari system had been introduced 
in certain areas in some form or other. In 1792, Captain Read and his assistant 
Thomas Munro, instructed by the Madras Government to make a settlement 
in the Baramahal (part of the Salem district) introduced a system of their own 
which“undoubtedly contained the germs of that method of dealing with separate 
holdings, and of laying a rate on the land rather than arranging a pa 5 ment for 
the individual, wh?ch we call the Raiyatwari Settlement system.”^ This 

1 B* Baden-Powell, Land Revenue and Tenure in British India^ op c/A, p. 199. 
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system was subsequently extended to large areas of other districts acquir- 
ed between 1792 and 1801. But the work was interrupted by frequent wars as 
well as by the general attempt to introduce permanent Zamindari system. When 
the latter did not succeed, the authorities resorted to village settlement which 
also ended in failure as noted earlier. 

The next attempt to introduce the Raiyatwari system was made by Munro 
during 1802-06 in the Ceded Districts. His system consisted of surveying 
the entire cultivable land using a chain of 33 feet (40 square chains of which 
made an acre) and dividing the land into different classes mostly on the opin- 
ions of the patels, karnams and the raiyats. The different classes of land were 
then assessed on the basis of the estimated average produce. These operations 
were thoroughly investigated at the Collector’s office in tlie presence of all 
the patels, karnams and principal raiyats of every village in the district, 
who were assembled for the purpose at the scheduled time. 

The business was begun by fixing the sum which was to be the total revenue of the 
district. This was usually effected by the Collector in a few days, by comparing the 
collections under the Native Princes, under the Company’s Government from its 
commencement, the estimates of the ordinary and head assessors and the opinions of 
the most intelligent natives and, after a due consideration of the whole, adopting 
such a sum as it was thought would be the fair assessment of the district, in its 
present state or what the inhabitants in similar circumstances under a Native Gover- 
nment would have regarded at somewhat below the usual standard.^ 

The aggregate assessment thus fixed (which was generally five to fifteen per 
cent lower than the estimate of the assessors) was then distributed among 
villages and the fields of individual occupants. Subsequently, the particulars of 
each field, the liabilities of each cultivator, and so on, were carefully recorded. 
Any genuine grievance arising out of excessive assessment either on the village 
as a whole or on any individual field was redressed. 

The Raiyatwari system was thus introduced as an experimental measure 
even before the Directors despatched their orders in 1812 and 1815, During 
Sir Thomas Munro’s governorship (1820-27) the Raiyatwari settlement as 
described above was extended to all the non-permanently settled areas of 
the Presidency. The concept of Raiyatwari tenure as conceived by Munro was 
as follows : 

The ryot, under this ( Raiyatwari ) system is virtually the proprietor, on a simple 
and perfect title and has all the incidents of a perpetual lease without its responsi- 
bilities, inasmuch as he can at any time throw up his lands but cannot be ejected so 
long as he pays his dues; he receives assistance in difficult seasons and is irresponsible 
for the payment of his neighbours.^ 

^ Quoted from Munro’s Report, dated 26 July 1807 in B. S. Baliga, Studies in Madras 
Administration, Volume II, Government of Madras, 1960, pp. 96-97. 
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The initial assessments made under this system were unfortimately so exce- 
ssive, and the methods adopted to collect the revenue so oppressive that the 
Government (especially at the instance of Munro) had to reduce their demand 
of one-half of the estimated gross produce of the fields to one-third, which also 
proved to be considerably heavy. The oppressive situation was further worsened 
on the demise of the liberal Munro. “For thirty years the Province of Madras 
became a scene of oppression and agricultural distress unparalleled even in 
India in that age.”^ The situation led to such an uproarious debate in the British 
Parliament that the Government of India was forced to appoint a Commis- 
sion to enquire into the whole afiair. The results of this investigation revealed 
that the lands were oppressively assessed and that not infrequently tortuous 
methods were employed to collect the land revenue. During the Parliamentary 
enquiries of 1852-53, James William B. Dykes, a revenue official of the Salem 
district, deposed before the House of Commons that the evils of the then Raiya- 
twari system were: (a) the enhancement of the assessments whenever the 
cultivators improved their lands, (b) the uncertainty of the tenure, and 
(c) the unintelligibility of the revenue rules to the ignorant cultivators. 
All this necessitated the adoption of a comprehensive remedial measure 
that would alleviate the sufferings of the cultivators. In 1855 it was resolved 
by the Government to undertake an extensive survey and settlement in 
order to bring about a systematic reduction of land revenue. This, it was hoped, 
besides giving relief to the cultivators, would promote the extension of culti- 
vation and thereby increase the Government revenue. The implementation of 
the scheme opened a new chapter in the land revenue history of the Madras 
Presidency. The details of the new system may now be described briefly. 

3. Modem Raiyatwari System 

The modern Raiyatwari settlement, evolved in the latter half of the nineteenth 
century, was new only in so far as the old impressionistic methods of settlement 
were substituted, in theory at any rate, by an accurate survey and scientific 
assessment. The process involved a systematic survey and division of the 
cultivated land into fields or ‘survey numbers’. No minirmnn size for fields was 
prescribed, but inconveniently small holdings of the same class of land were 
clubbed together under certain circumstances. The village maps and the 
registers containing details of all holdings were prepared by the survey staff. 
Next, the grouping of villages, the classification of soils and the assessment of 
the revenue demand were undertaken by the settlement staff as follows. 

3 Quoted by the Honourable Mr. K. Perrraju, “ Ryotwari Tenure in Madras”, Indian 
Review, Volume IV, Ganesan and Co., Printers, Esplanade Row, Madras, 1903, p. 20. 
The phrase ‘perpetual lease’ was, however given a different interpretation in the Govern- 
ment’s Resolution on the Land Revenue Policy issued in 1902. 

4 Romesh Dutt, The Economic History of India, Volume 11, The Publications Division, 
Ministry of Informatiop and Broadcasting, Government of India, 1960, p. 50. A detailed 
account of the misery of the cultivators is given in pp. 50-56. 
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3*1 Grouping of Villages 

Tlie villages were classified as 'wet’ or 'dry’ according to the prevalency of 
irrigation or rainfall respectively. The dry villages in turn were formed into 
approximately homogeneous groups based upon similiar conditions such as 
climate, market facilities, proximity to a railway line or a town, the general 
lay of the land and so on. These groups were arranged in order of their rela- 
tive advantageous position to facilitate the process of assessment. Similarly, 
the 'wet’ villages were grouped according to the character of the irrigation 
source such as its ability to provide perennial or seasonal water supply. 

3.2 Soil Classification 

The lands were classified into five series, viz., (/) alluvial, {ii) black or regar, 
{Hi) red or ferruginous, (zv) calcareous, and (v) arenaceous. Each of the series 
was divided into three sub-classes: (a) clay, {b) loam and {c) sand. If the content 
of clay predominated over sand, the soil was treated as “clay”; if they were in 
equal proportions the soil was placed under the class “loam” ; if the element of 
sand preponderated the soil was considered as “sand”. In the case of alluvial 
land, only two classes, viz., clay and loam, were made. This resulted in fourteen 
classes, each of which was further divided into five 'sorts’ in order of their 
excellence. In the case of wet lands the 'sort’ gradation was replaced by three 
or four distinctions based on the relative advantages for irrigation purposes, 
viz., the proximity of the irrigation channel, the level of the field and its drainage. 

3*3 Fixation of Assessment 

The process of assessment consisted of a series of operations. First, the 
gross produce of the different classes of lands, both irrigated and non-irrigated, 
was found out in the following way : paddy in the case of wet land and the 
staple food crops such as cholam, ragi and korra in the case of dry lands were 
taken as standards, and the average grain outturn of every class of soil was 
ascertained by actual harvest experiments conducted over a series of years. 
From the average produce thus obtained a deduction of fifteen to twenty-five 
per cent was made to allow for seasonal fluctuations and barren patches, if 
any, which were unavoidably included in the measurement of the fields. The 
second step was to find out the money value of this grain outturn. For this 
purpose, the average of the market prices of the selected standard crops for 
the period of twenty previous years^ was worked out and an allowance of eight 
to twenty per cent for cartage and merchant’s profits was made. The remainder 


s Since 1885 this period was changed to twenty non-famine years immediately preceding 
each settlement. 
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was supposed to represent the prices received by the raiyats and adopted as 
the commutation rate. The average grain outturn obtained after deducting 
the due allowances for seasonal vicissitudes was then converted into money 
at this commutation rate. The third step was to ascertain the cost of cultiva- 
tion for each class of soil by actual enquiries. The cost of plough cattle, agri- 
cultural implements, seeds, manure and labour required for sowing, reaping, 
and so on, were the usual items. In the case of the cattle and implements, the 
cost was distributed over a number of years for which they were estimated to be 
serviceable, and the cost of other items was calculated for a year. Normally, 
the cost of cultivation for the best soil was first worked out and then it was 
diminished proportionately in the case of inferior lands. The difference between 
the money value of the average gross produce obtained after deducting all 
allowances and the average expenses of cultivation was taken as the net value 
of each class of soil. The last operation was to determine the Government de- 
mand which was fixed at half of the value of the duly ascertained net produce. It 
may be clarified that the calculation of the rates was not to be made separately 
for each of the “sorts” of each “class” of soil, as many of them were of nearly 
equal value; in practice, a smaller number of rates was sufficient to determine 
the assessments of all lands. The dry land was supposed to yield one crop and 
was assessed as such ; even if a second dry crop was grown, it was not charged. 
The wet land was generally assessed as two-crop land, only half of the assess- 
ment of the first crop being charged to the second crop. If the wet crops failed 
owing to deficient supply of water from the irrigation source, remission of the 
wet assessment was granted. In the case of dry lands remissions were granted 
only in years of exceptional or widespread natural calamities. 

The Settlement Register containing accurate information regarding each 
holding, geographical details of each village, and its settlement, came to 
be maintained. The village karnams were instructed to record all changes 
up-to-date. The settlement was made for thirty years, after the expiry of which 
the assessments were liable to alteration. 

4. Limitations of the Modern System 

It is obvious that the system described above possessed, apparently at least, 
scientific precision. But the theoretically systematic survey and assessment 
procedure, it seems, could not be translated into reality owing to the practical 
problems involved in the implementation of the system. The actual soil classi- 
fication was dependent on the subjective judgments of the settlement officers. 
The valuation of the produce was confined to some standard crop which was 
taken for granted as fairly representative of tlie whole block or group. 
The Burma Land Revenue Committee, 1922, after carefully examining the 
Madras land revenue system concluded that at all stages of the settlement the 
element of convention father than scientific precision largely governed the whole 
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settlement. The estimation of the expenses of cultivation “used to be one of 
the more difficult and most conjectural of the various steps in connection with 
a settlement. . . .The usual practice was to work out the expenses for the best 
soil and then to proportionately diminish this standard.”^ Another writer 
observes : 


... it was a matter of common knowledge among Settlement Officers that classifi- 
cation was raised if the average assessment of a village was found to be unduly low 
in comparison with adjoining villages, and lowered if it was unduly high. The raising 
and lowering were effected by raising and lowering the sorts. It will thus be observed 
that though the classification was proclaimed to be scientific, the precision of science 
was wanting, and that there uas considerable room for the exhibition of individual 
idiosyncracies.7 

In his memorandum submitted to the Burma Land Revenue Committee, 
Mr. E. E. Couchman, Member of the Board of Revenue, Madras, explained in 
the following words the procedure followed in the settlement of South Canara, 
which was the last original settlement in Madras. 

Our enquiries (into the classification of soils and crop expeiiments ) did not en- 
courage us to attach much importance to the results of crop measurement as a basis 
for assessments and showed clearly that the rates had been framed and the calcula- 
tions on which the rates were based adjusted with a view to producing a suitable 
revenue rather than to the determination of rates scientifically calculated on the basis 
of experiment 

It should be clear from the passages quoted above that, in spite of the best 
intentions, the system was not evolved on the scientific lines laid down for the 
purpose, due perhaps to the inevitable practical difficulties and usual proce- 
dural lapses in the administration. The system was also criticised for having 
failed to ameliorate the conditions of the cultivators. R. C. Dutt says: 

...judging the State-demand in relation to the total produce of the Province, and to 
the prices of that produce, it was undoubtedly a heavier taxation on the people in 
1875 than it was in 1860. And the terrible Madras famine of 1877 proved fatally 
how little the new Settlement had added to the security and the staying power of the 
cultivators.^ 


6 Madras Settlement Manual, Chapter IV, paragraph 31, quoted in the Report on the 
Land Revenue System of Bmma,YQ\\xvml, Superintendent, Government Printing, Rangoon, 
Burma, 1922, p. 334. 

7 V. K. Ramanujachariar, Land Revenue Settlement^ The Commonwealth Office, Adyar, 
Madras, India, 1917, p. 14. 

8 Report on the Land Revenue System of Burma, Volume II, op, cit, p. 238, Italics mine. 

9 Romesh Dutt, The Economic History of Lndia^ Volume II, op. cit, pp. 238-39. 
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Despite these limitations the system did bring in some good results. The land 
tax was largely equalised as a result of the survey operations. The cultivators 
were relieved from annual enquiries, harassment and trouble owing to the 
thirty year settlement. Also, the settlement operations led to the preparation 
of detailed records of individual rights of ownership, particulars of different 
lands, their liabilities, and so on. 

5. The Revision of the Original Settlements 

The revisions of the settlement under the new system became due in the last 
decade of the nineteenth century. As and when the period of thirty years expir- 
ed in each region, the resettlement operations were undertaken. A resettle- 
ment consisted of the revision of the assessment rates in the light of the changes 
in prices and other relevant factors such as the growth of communications, 
accessibility of markets, and the quality of irrigation sources. Sometimes 
(especially in the case of wet lands) the resettlement also consisted of a reclassi- 
fication of soils. The settlement officer was required to tour the area that became 
due for resettlement and prepare a report after examining in detail the working 
of the previous settlement and its effects, and the prevailing economic condi- 
tions. On the basis of his findings the officer was expected to submit to the 
Government proposals for the revision of the settlement. The same were then 
published by the Government to give an opportunity to the affected people 
to raise their grievances, if any. After considering the people’s representations, 
the orders for resettlement were passed. The process of resettlement was, 
however, guided by the executive orders issued by the Government from time 
to time. This led to a protracted controversy between the Government and 
the people over the necessity of laying down suitable and definite princi- 
ples in the statute for the purpose of guiding the resettlement. The controversy 
may be briefly summed up as follows. 

During the initial phase of resettlements the assessment rates were revised 
solely with reference to changes in the prices. In the Madras Settlement Manual 
(Chapter III, Section 8) compiled in 1887, it was stated that the revised settle- 
ments were to be permanent as regards grain values but were to be reconsid- 
ered as regards commutation rates after thirty years. The Revenue Board’s 
Standing Order No. 1 (para 4), clearly laid down the principles of revising the 
settlements as follows: 


Collectors of Districts in which settlement by the Settlement Department has been 
completed or is in progress are to notify in their Gazettes that the rates will be liable 
to revision after 30 years’ duration . It is to be explained, however, to the ryots that 
there will be no re-classification of soils or calculation of fresh grain values, that the 
rates of assessment ^^fill be revised entirely with reference to prices, and that no 
attempt will be made to assess any additional value which may have been given to 
land by improvements effected by ryots even if carried out by means of money 
borrowed from Government. 
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The Government Order^^ passed on the report of the Agricultural Committee 
(1888) assured that no reclassification of soils would ever take place in the case 
of settled districts. These assurances were, however, set aside at the instance 
of the Secretary of State for India, and under the orders from the Government, 
dated 11 May 1895, the Madras Board of Revenue issued fresh instructions 
to the Settlement Officers. The Revenue Board declared: 

At each settlement or resettlement of a District, Government will fix at its 
discretion the period for which such settlement or resettlement shall be in force,... 

On the expiry of the said period Government reserves to itself the right to revise the 
assessment in such a manner as may then seem just and proper, either with reference 
solely to a rise or fall in prices, or with reference also to other considerations such 
as would require a re -classification of soils or re-calculation of grain outturns. It 
should be further explained that Government will refrain from enhancing the assess- 
ment in respect of any additional value which may have been given to land by 
improvements effected by the ryots.^^ 

However, in the resettlements of the Trichinopoly, Godavari and Krishna 
districts, the soils in the delta tracts had been reclassified and the improvements 
effected by the raiyats were taxed in such reclassification. The violation of the 
earlier pledges given by the Government gave rise to serious criticism both in 
the press and in the Legislative Council of Madras. For instance, in connection 
with the resettlement of the Godavari district, a series of fifteen articles, 
which appeared in The Hindu during the months of November and December 
1895, severely arranged the Government, demanded an explanation for 
the changed policy and also appealed to the Legislature to pass an Act 
that would determine all resettlements amicably and safeguard the legitimate 
interests of the raiyats. 

The question of periodical revisions of assessment is too important to be left to 
the arbitrary discretion of the agents of the Executive Government. The principles 
under which and the limits within which the enhancements may be ordered by 
Government should be clearly defined by the legislature, in order to remove the 
uncertainty and uneasiness now prevailing among the landowning classes.... If the 
Government is not going to enhance the assessments exorbitantly it cannot reasonably 
object to the interference of the Legislature in restraining it from making such 

enhancements We appeal therefore to the Legislature to pass an Act whereby 

the ryot’s share in the net profits of the land will be duly secured to him, without 
being left to the tender mercies of our Settlement Ofiicers.^3 


^0 G. O. dated the 4 July 1889, No. 515, Revenue, para 20. 

The Standing Order of the Madras Board of Revenue, dated 1 July 1895. 

12 These articles were reprinted in the form of a pamphlet at the instance of the 
Godavari District Association. The Godavari Resettlement Being 15 Articles Cpntributed 
to The Hindu^ The National Press, 100, Mount Road, Madras, 1895. 

The Godavari Resettlement, Being 15 Articles Contributed to The Hindu, op* cit, 
pp* 7-8. 
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The Government, however, persistently adhered to its own policy ignoring 
these appeals and protests from the public. 

The outbreak of the famines in 1897 and in 1900 led Mr. R. C. Dutt and some 
distinguished British OflScers who had retired from the Indian Civil Service 
to submit a Memorial, dated 20 December 1900, to the Secretary of State for 
India offering five suggestions regarding the administration of land revenue 
in the non-permanently settled areas. One of their suggestions was as follows: 

That when such revision is made in any of those parts of India where the Land 
Revenue is paid by the cultivators direct to the Government, there should be no 
increase in the assessment except in cases where the land has increased in value (1) 
in consequence of improvements in irrigation works carried out at the expense of 
the Government, or ( 2 ) on account of a rise in the value of produce, based on the 
average prices of the thirty years preceding such revision.^^ 

This Memorial as well as Dutt’s mdependent attacks on the Government 
called forth the Resolution on Land Revenue Policy in 1902. The Indian 
Government refused to be guided by any fixed principles regarding the revision 
of the settlements and expressed their attitude in the following words: 

.«to deny the right of the State to a share in any increase of values except those which 
could be inferred from the general tables of price statistics — in itself a most falla- 
cious and partial test — ^would be to surrender to a number of individuals an increment 
which they had not themselves earned, but which had resulted, partly from the outlay 
of Government money or great public works, such as canals and railways, partly from 
the general enhancement of values produced by expanding resources and a higher 
standard of civilisation.^^ 

Though the Government was thus obstinate regarding the main question of defining 
the grounds on which the land revenue would be enhanced, it neverthless enunciated 
three principles to alleviate the sufferings of the cultivators owing to the sudden 
enhancement of the assessment. The principles were : 

( A ) the progressive and graduated imposition of large enhancements ; ( B ) 
greater elasticity in the revenue collection, facilitating its adjustment to the variations 
of the seasons, and the circumstances of the people ; (C) a more general resort to 
reduction of assessments in cases of local deterioration, where such reduction 
cannot be claimed under the terms of settlement. 


The Memorial was reprinted in the Papers on the Ldnd Revenue System of British 
India, The Bengal Landholders" Association, 16, London Street, Calcutta, 1902, 

pp. 1-2. 

15 Land Revenue Policy of the Indian Government, Office of the Superintendent, Govern- 
ment Printing, Calcutta, India, 1902, p. 28. It may be noted that there was not much differ- 
ence between what the memorialists had suggested and the stand taken by the Government 
regarding the resettlemchts. The crux of the controversy was the persistent refusal of the 
Government to lay down legislative measures for the purpose of guiding resettlements. 

16 Ibid,, p. 47. 
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Despite all these principles, the uncertainty regarding the nature and extent 
of enhancement of the assessment at each resettlement continued to be 
the Damocles’ sword hanging on the heads of the cultivators in Madras. The 
principle of basing the assessment on half the net produce was changed in 1915 
when it was laid down that the half of net produce should represent the 
maximum limit and not the normal standard. During the third decade of the 
present century, many settlements became due for revision and the old cont- 
roversy was revived. The Government of Madras, undeterred by the criticism, 
declared that the principles upon which the revisions of the settlements should 
be conducted could not be definitively affirmed beforehand, and reiterated its 
policy laid down in the Revenue Board’s Standing Order dated 1 July 1895. The 
Government had, however, limited the enhancement to a maximum of 18| 
per cent since 1924. In connection with the resettlement of the Krishna, West 
Godavari and East Godavari districts, the Legislative Council passed a resol- 
ution dated 28 November 1928 urging the Government to institute an 
enquiry into the economic conditions of these tracts as a preliminary to the 
resettlement. Accordingly, the Government appointed an Economic Enquiry 
Committee which made a detailed study of the various aspects of the problem 
and condemned the prevailing land revenue system in the following words: 

The system of land revenue is based too much on averages (average rainfalls, 
average supply of water, average outturns, average prices, etc. ). The inelasticity 
of the system leads to low production and indebtedness. It is much heavier in its 
incidence than other taxes. It is antiquated, and is not in keeping with the trend 
of land revenue policy in civilised countries 

Regarding the resettlements the Committee made three important recom- 
mendations as follows : 

( A ) The basis of assessments in future should be 25 per cent of the net produce 
instead of 50 per cent of the net produce as at present. ( B ) There should be no 
resettlements till the value of the net produce exceeds four times the present assess- 
ments — further resettlements taking place when the excess over four times the assess- 
ment becomes sufficiently appreciable. Every resettlement should be preceded by a 
careful survey of economic conditions. ( C ) The fixing of future land revenue 
assessment should be subject to the control of the legislature, since we have no doubt 
whatever, that the legislature will act with a due sense of responsibility in this matter, 

The Board of Revenue, however, rejected these recommendations, and cri- 
ticised the Committee’s conclusions as erroneous on the plea that they were 


17. G. O. No. 263, Revenue, dated 11 May 1925. Quoted in the Report of the Economic 
Enquiry Committee Volume I, The Superintendent, Government Press, Madras, 1931, p. 4. 

18 Report of the Economic Enquiry Committee^ Vol. I, op* cit^ p, 99 

19 Ibid., pp. 99-100. 



36 


AGRICULTURAL TAXATION 


largely based on a misinterpretation of the Government Orders and on insuffi- 
cient data. The Board then carried on with the previous proposal of enhancing 
the assessment by 18| per cent in the tract under question. The Great 
Depression which started in 1930 continued for more than a quinquennium; 
though this period was not propitious to undertake resettlements, the latter 
were proceeded with. It was in 1937 that the resettlements were held in abey- 
ance, and later on abandoned as a matter of state policy.® It is clear from the 
foregoing account that the Government had all along evaded the question of 
defining clear grounds on which the resettlements should be conducted. 


6. Recent Changes 

With Independence the era of liquidating the parasitic ‘Intermediaries’ 
began throughout India. The Madras Estates (Abolition and Conversion into 
Raiyatwari) Act, 1948, was passed and all the estates were brought under the 
fold of the Raiyatwari system in the Province. Even while this Act was under 
discussion the Government passed the Rent Reduction Act,1947, and notified 
the reduced rents in the official Gazette. The occupancy raiyats in the estate 
areas were required to pay the reduced rents till the normal rates of assessment 
were fixed after carrying out detailed survey and settlement operations on the 
lines described above in Section 3. In most of the areas the surveys had already 
been carried out, and the ascertained rates of assessment had come into 
operation. 

In addition to the abolition of the zamindaries, the Government of Madras 
also thought of improving (a) the method of assessment of land revenue in 
Raiyatwari areas, (6) the system of land revenue administration, (c) the tenure 
of holdings of Raiyatwari land, and {d) the conditions of cultivating tenants 
and agricultural labourers. Accordingly, the Land Revenue Reforms Committee 
was appointed in 1950 to advise the Government on the problems involved in 
reforming the land revenue system. The Committee examined and rejected 
several alternatives to the existing land revenue system and concluded 
that the latter should continue with certain modifications such as the standard- 
isation of the assessment, the introduction of a sliding scale system for revising 
the standardised assessments solely with reference to the changes in the price 
levels and the levying of a progressive surcharge on larger holdings pending 
the imposition of the agricultural income tax. The Committee also suggested 
the levy of a special charge on commercial and other valuable crops over and 
above the surcharge or agricultural income-tax. The Committee’s recommenda- 
tions are discussed in detail in a later chapter. 


ao JSe Land Revenue Reforms Committee, Madras, Second Report, The Superintendent, 
Government Press, Madras, 1951. p. 2o. 
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In pursuance of one of the Committee’s recommendations, a surcharge 
had been levied in the State in 1954 under the Madras Land Revenue Surcharge 
Act. Under this statute landholders paying an aggregate assessment of 
Rs. 500 or more were subjected to surcharge. On the first Rs. 250 of land 
revenue no surcharge was leviable; the rate of surcharge was two annas 
per rupee on the next Rs. 250, four annas on the next Rs. 500, and eight annas 
on the balance of land revenue payable. The plantations were exempted from 
this surcharge but an agricultural income-tax was imposed on them under the 
Madras Plantations Agricultural Income-Tax Act, 1955. Later, the latter was 
modified and a tax on all agricultural incomes above Rs. 3,000 was imposed 
under the Madras Agricultural Income-Tax Act, 1958. The levy of the surcharge 
has been abolished since then. 



Chapter 3 


THE EVOLUTION OF THE BOMBAY RAIYATWARI LAND 
REVENUE SYSTEM 

I 

L Though the Bombay State no longer exists, the system of Raiyatwari 
Settlement which was evolved in the old “ Bombay Presidency ” may fitly be 
called the Bombay System. The broader aspects of the principles and proce- 
dures of this system have been set forth in Chapter 1. In the present chapter, 
this theme has been developed in greater historical and descriptive detail. 

2. It was noted in the previous chapter that during the pre-British period, 
the Maratha rulers had evolved a system of land revenue assessment upon the 
basis of self-sufficing village communities. It was also pointed out that in the 
later part of the period, the system had greatly deteriorated as a result of the 
increasing adoption of the farming system. When the British took over the 
administration of the “ Territories conquered from the Peshwa ” in 1818, 
the task of reorganising the adminstrativc and revenue system was entrusted 
to Sir Mountstuart Elphinstonc, the first Governor of Bombay. He arrived 
at a time when the Cornwallis system had already encountered serious opposi- 
tion in other regions under the influence of Munro in Madras and of Mack- 
enzie in the North-Western Provinces. Less doctrinaire than Munro and 
Mackenzie, Elphinstone approached his task in a spirit of cautious reform. 

The leading principles are to abolish farming but otherwise to maintain the native system; 
to levy the revenue according to the actual cultivation, to make assessment light, to 
impose no new taxes and to do none away unless obviously unjust; and above all, to 
make no innovations.^ 

In order to carry out these principles, Elphinstone obtained detailed reports 
from revenue officers in the newly acquired territories, almost all of which 
brought out the fact that the pitch of assessment was outrageously high. 
Chaplin’s report, for instance, indicated that a cultivator in middling circumst- 
ances paid land revenue which was over thirty per cent of the gross value of his 
produce. The fact of heavy assessment was also brought out by contemporary 
scholars like Captain Briggs who wrote a comprehensive account of land taxa- 
tion in India in 1830.^ Convinced of this, Elphinstone ordered a fresh survey 


^ Elphinstom, op. dl* p. 23. 

2 John Briggs, The Land Tax in India, Longman, Rees, Orma, Brown and Green, London, 
1830. 
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and settlement of the territories, entrusting this task to Mr. Pringle of the 
Bombay Civil Service. Within a short period, Pringle carried out a survey 
and settlement on the lines of the Madras Raiyatwari system. He classified lands 
into three main categories, each of which was further subdivided into three 
sub-types according to fertiltity; the average gross produce and average costs 
of cultivation for each type of soil were ascertained and thus the ‘‘net produce” 
was obtained, which formed the basis of the assessment. Pringle believed 
that the estimates of net produce thus obtained could be extensively used for 
assessment purposes over the entire area, and the resultant rate structure could 
be maintained for a fairly long period — thirty years — so that the old practice 
of annual assessment could be done away with. The Pringle system thus 
incorporated the principle of net produce as the basis of assessment and in- 
volved processes and procedures for estimating it in the light of objectively 
quantified values of gross produce and costs, as in the case of early North- 
Western system and later Madras system. 

3. It is generally conceded that the Pringle settlement was a disastrous 
failure. The survey was very defective, and the estimates of net produce too 
high; the resulting assessments were therefore excessively heavy. It became 
increasingly difficult to collect the assessment and arrears began to mount 
up. Unfortunately, at about the same time, famine conditions prevailed over 
most of the regions, and it was soon realised by the Government that the system 
had proved unworkable. It should be noted, however, that the Pringle settle- 
ment was not a failure in toto. It yielded at least two good results: in 
the first place, a uniform land measure, the acre, was introduced for the entire 
survey operation; secondly, it incorporated the basic principle that the rela- 
tionship between the occupant of land and the Government should be direct, 
that the revenue liability of each holder should be separately assessed in terms 
of his holding, and that he be made directly responsible for meeting that liabi- 
lity. Under such Raiyatwari principles, the occupant became, in theory, a 
tenant of the Government although in practice he retained all the inherent 
rights of a freeholder. These principles and techniques were later developed 
in the course of the “ Original Settlement ” by Wingate, Goldsraid and 
Davidson, and gathered up in the monumental Joint Report in 1847. 

II 

4. Captain Wingate and Mr, Goldsraid started the operations for a new settle- 
ment in the Poona district in 1836. The operational techniques worked out 
there were gradually extended to other regions. Assisted by another ofidcer, 
Davidson, they drew up the Joint Report (1847) embodying the fruits of their 
experience in the form of principles and procedures of land revenue settle- 
ment. The Joint Report has served as the plenary source of inspiration and 
guidance for subsequent generations of settlement officers and may be fitly 
termed the Bible of the Bombay System ”, 
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5. The original Settlements (1836-66) carried out under the principles 
and procedures evolved in the Joint Report comprised essentially two basic 
operations : survey of land, and the settlement of assessment based thereon. 

( f ) Survey operations comprised the measurement of village lands and the 
preparation of village records. For this purpose the unit of measurement adopted 
by the Joint Report was the so-called Survey Number^ which was defined as 
the area that could be cultivated by a pair of bullocks as farming cannot 
be carried out at all with a less number than this. This area would naturally 
vary with the conditions of climate and soil, description of cultivation, 
and methods of husbandry.”^ For instance, in the Deccan region, the 
survey number would consist of about 20 acres of light dry-crop soil, 
15 acres of medium dry-crop soil, 12 acres of heavy dry-crop soil, and 4 acres 
of rice land. The survey numbers thus arrived at were split up into smaller 
units, the pot numbers and phalni numbers. In terms of these units of measure- 
ment, the fields were marked out in the village area, the village boundaries 
fixed, and the village map prepared. In a similar manner, the taluka and 
district boundaries and maps were made. 

( ii ) The next operation was that of settlement of the assessment. This also 
comprised two stages: classification of soils in terms of their productive capa- 
bilities; and the fixing of the assessment rates in accordance with the classi- 
fication. 

Regarding soil classification, the Joint Report observed : 

The object sought to be attained by our system of classification is the determination of 
the relative values of the fields into which the land is divided during the process of 
measurement. The circumstances affecting the values within the limits of the same village 
where the climate may be considered xmiform are their natural productive capabilities, 
their position with respect to the village as affording facilities or otherwise for a^icul- 
tural operations, and, in the case of garden and rice lands, the supply of water for irriga- 
tion, In estimating the relative values of fields, all of these might be considered together 
and the resulting estimate of their capabilities recorded by the assessor, or, the latter 
may record his estimate of each particular field by itself."* 

According to the system laid down in the Joint Report, all cultivable land 
was divided into two main categories, viz.. Dry-crop (unirrigated) land and 
Irrigated land. The latter fell into two classes, rice land and garden land 
the latter being again subdivided into land irrigated by wells, and that by tanks 
and dams. All these types of land were classified into three ‘‘ orders ” of soil: 
black, red and gravelly. These were further subdivided into nine classes 
according to depth and texture, and other natural factors. The value of each 


® Joint Report, para 12. 
^ Joint Report, para 39, 
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Class was then expressed in the “ anna ” scale-the best soil being given the 
value of 16 annas, and the worst 2 annas. Individual fields were then placed 

in the appropriate anna scale upon the consideration of all the intrinsic 
and extrinsic circumstances.^ 

The Joint Report on to say that while determining the aggregate assess- 
ment utmost moderation should be exercised and the settlement officers 
would do well to err on the side of lowness of the government demand. For 
It observed, low assessment would leave a portion of economic rent to the 

mcreased accumulation of agricultural capital and 
enhanced value of landed property. It would also make for more regular 
collections and thus obviate the necessity for remissions and suspensions of 
the revenue demand. 

( III ) The last stage in the Original Settlement was the distribution of the 
aggregate over the groups and villages. On this subject the Joint Report did 
not lay down any detailed principles or instructions, leaving it to the dis- 
cretion of settlement; officers who would be expected to possess close knowledge 
of the actual conditions of the locality and the general circumstances of the 
peasant^. The Report, however, observed that the broad lines of procedure 
should be to fix the maximum rates for each type of soil and then to work out 
the lower rates applicable to different lands in the light of the anna scale. 

• priuciples and techniques described above were applied to the Ori- 

ginal Settlements carried out during 1836-66. It will be noticed that the 
assessments under the system were not based upon any clearly discernible or 
statistically determinable criterion. The assessments came to be determined 
by a series of operations such as survey and classification of lands, the deter- 
mination of the aggregate assessment to be levied from a region, and so on 
The net result may be said to be that the basis and pitch of assessment were 
related somewhat remotely and indirectly to the estimated productive capacity 
of different lands, which latter was arrived at in the light of factors and cir- 
cumstances not all of which lent themselves to quantification. Subjective impre- 
ssions and appraisals of settlement officers played no mean part in the proLs 
a feature which could serve to advantage but was also fraught with danger, 

7. Subsequent to the Original Settlements of 1836-66, each area settled 
became due for Revision Settlement after the expiry of thirty years. The statu- 
tory provisions m respect of survey, settlement and revision were made in the 
urvey Act of 1865, which was re-enacted in a more comprehensive form as 
e Land Revenue Code (1879). The procedures were also contained in a 
number of Government Resolutions and Executive Orders, Rules, etc. 


^ The Bombay Survey md Settlement Manual, Vol. 1. p. 71, Govenunent of Bombay, 1943. 
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8. The statutory provision relating to revised assessment was contained in 
a highly laconic statement in the Land Revenue Code, Section 107 : 

In revising land revenue, regard shall be had to the value of land, and in the case of land, 
used for agriculture, to the profits of agriculture. 

The term ‘ profits of agriculture ’ was not defined, nor were the procedures 
and criteria as to how 'regard’ shall be had in revising assessments. As a result, 
settlement officers largely relied upon personal impressions and discretion 
in appraising the profits of agriculture in the light of such factors as prices, 
markets and communications, rental values, etc. Indeed, the fact that 
assessments were not subject to precise quantitative tests and that they were 
based upon the personal judgment of settlement officers was claimed as the 
cardinal virtue of the land revenue system. 

Assessments cannot be dictated by the theorist in his study. They elude dogmatic treat- 
ment and can only be safely worked out by the settlement officer in the village and on 
the fields. While they admit of statistical analysis, they are likely to be hampered by pre- 
mature statistical definition.® 

However, in the course of time the Government of Bombay found it necessary 
to issue definite instructions to settlement officers regarding the nature of 
inquiries to be pursued in estimating the “ profits of agriculture ” for the pur- 
pose of revision of assessments."^ It was laid down under the Rules framed for 
the purpose that the object of the inquiry must be to ascertain the incidence of 
the existing on the profits of cultivation. The inquiry must proceed on two lines, 
an indirect line and a direct one. The indirect line should be aimed at finding 
the incidence from circumstantial evidence afforded by the general economic 
and agricultural conditions of the tract as revealed by its revenue history, the 
case or difficulty with which the government assessment had been collected, the 
growth of markets and communications, prices of the staple agricultural pro- 
ducts, and the statistics of sales, leases and mortgages of land. The direct line 
of inquiry should be based upon the statistics of rents, payable either in money 
or in kind. The Settlement Officers, however, were warned that, 

. . . statistics of rents, whether in kind or in cash, cannot be used as the basis for definite 
conclusions as regards the general incidence of assessments in a village or group, unless 
their reliability has been carefully tested. 8 

In spite of this specific instruction, there developed a tendency on the part of 
settlement officers to rely more and more on rental statistics for revision purposes. 
This was largely due to the influence of two senior officers, Anderson and Webb, 


® Resolution on Land Revenue Policy, p. 5, Government of India, 1902. 
^ Bombay Government Resolution, No. 9623 dated 22 October 1910, 

® para 15, 
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who worked out an “ Index ’’ for the purpose of applying rental values to the 
derivation of assessment rates. This rental index enjoyed great popularity 
with settlement officers as it provided a comparatively simple statistical device 
for determining revised ( and in most cases, enhanced ) assessments, though 
such a use ran counter to the letter and spirit of the rules and instructions. 

9. Government Resolutions and Executive Orders were also issued in res- 
pect of other matters relating to revision settlements. Thus, it was laid down 
that increased profits of agriculture resulting from the improvements in land 
made by the occupant at his own expense were not to be taken into account 
in revising the assessments. Further, Executive Orders were passed restrict- 
ing the enhancement of assessments to prescribed percentages in respect of 
groups, villages, and individual holdings. Similarly, provisions were also made 
for the gradual levy of enhanced assessments. Again, though assessments were 
fixed for a term of thirty years, arrangements were made for suspending or 
remitting the revenue demand during periods of distress caused by crop 
failure. 


IV 

10. The system of revision assessment described above functioned very 
largely through executive orders and instructions, as interpreted by settle- 
ment officers whose personal impressions and judgment were of primary 
importance. This feature called forth an adverse comment from the .Joint 
Parliamentary Committee which considered the Government of India Bill 
of 1919. The Committee observed : 

. . .They advise that the process of revising the land revenue should be brought under 
closer regulation by statute as soon as possible. The Committee are of the opinion 
that the time has come to embody in the law the main principles on which the land 
revenue is determined, the methods of valuation, the pitch of assessment, and other chief 
processes which touch the well-being of the revenue-payers.^ 

The problem of statutory regulation of assessment procedure was taken up 
by the Bombay Legislative Council under the Reformed Constitution. In res- 
ponse to a Resolution moved by Mr. R. G. Pradhan, the Bombay Govern- 
ment appointed the Land Revenue Assessement Committee to examine the 
question, and in particular to recommend the statutory basis of revised assess- 
ments. The Committee was sharply divided on the last question: the official 
minority strongly favoured the “ rental basis ” and recommended that Section 
107 of the Land Revenue Code should be amended to read as follows : 


^ Report, para 11, H. M. Stationary Office London, 1919. 
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The revision of assessment should be based upon the rental value, but regard shall also 
be had to the general economic conditions and history of the tract. The assessment shall 
not exceed half the rental value. 

Apparently, the otScial members thought that ‘‘rental value ” would con- 
form to the “economic rent” of land, and thus provide a theoretically valid basis 
for the land tax. The non-official majority, however, suggested the basis of 
“ profits of agriculture ”, for estimating which the settlement officers would 
be required to take into account a variety of factors such as prices, markets 
and communications, rental values, etc. This was hardly any improvement 
over the then existing position, since no objective criteria were set forth for 
obtaining estimates of “ profits of agriculture The minority recommendation 
was accepted by the Government, but the subsequent Land Revenue Code 
(Amendment ) Bill of 1928 had to be withdrawn owing to the opposition 
which it encountered in the Legislative Council. 

11. The controversy regarding the basis of land revenue assessment was 
renewed as a result of the popular agitation in connection with the revision 
settlement of two talukas of Gujarat — Bardoli and Chorasi. The settlement 
ojfficer, relying upon rental statistics, had recommended enhanced assess- 
ment rates which were accepted by the Government. This led to peasant agita- 
tion which soon assumed nation-wide proportions. The Bombay Government 
instituted a special inquiry into the revision settlement of the two talukas, 
entrusting the work to Justice R. S. Broomfield and Mr. R. N. Maxwell. In 
the course of their incisive analysis of the question, the authors of the Report 
observed : 

It cannot be said that in basing the assessment on rental value, provided it has been 
properly ascertained, there is anything inconsistent with the wide and general language 
of Section 107. .(However ) there is bound to be considerable difficulty in ascertaining 
it correctly. . . and where leasing is the exception rather than the rule, as in both the 
talukas with which we have to deal, one must be very cautious in applying any rental 
value deduced from the actual rents found to the much larger area which is never 
leased at all.^^ 

The Broomfield-Maxwell Report went into considerable detail to show the 
scarcity as well as the unreliability of rental data to support conclusions in 
respect of profits of agriculture. Actual contractual rents under diverse condi- 
tions of leasing land are composed of such a large variety of elements, that 
it is theoretically invalid and practically impossible to derive from them some 
“ average ” rental value for assessment purposes. 


10 Report of the Land Revenue Assessment Committee^ Bombay, p. 42, Government Central 
Press, Bombay, 1926. 

11 Report of the Speciaf Inquiry into the Second Revision Settlement of the Bardoli and 
Chorasi Talukas, p.7, Government Central Press, Bombay, 1929. 
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12. The problem of statutory regulation of the basis and pitch of land revenue 
assessment and the procedures for determining them was again taken up by the 
Bombay Government in 1938. The Congress Party ministry placed upon the 
statute book the Land Revenue Code (Amendment) Act which became opera- 
tive from April 1939. The principal provisions of this Act were as under : 

(a) Section 107 was repealed and provisions relating to the basis and pitch 
of assessment were brought together under Section 117. 

The land revenue assessments on all lands shall be determined by dividing the lands 
to be settled into groups and fixing the standard rates for each group. 

The groups ( L e. all lands in a taluka or part of a taluka which in the opinion of the 
Government are sufficiently homogeneous in respect ot the factors mentioned below 
to admit of the application of the same standard rates ) shall be formed on a 
consideration of the following factors : ( / ) physical configuiation, ( ii ) climate and 
rainfall, ( Hi ) markets, ( iv ) communications, ( v ) standard of husbandry, ( vi ) 
population and supply of labour, ( vii ) agricultural resources, ( viii ) variations in the 
area of occupied and cultivated lands during the last thirty years, ( ix ) wages, ( a: ) 
prices, ( xi ) yield of the principal crops, ( xH ) ordinary expenses of cultivation 
including wages of the cultivator, ( xiii ) rental value of lands used for the purpose 
of agriculture. 

Standard rates are the normal assessment per acre of land in the class of sixteen 
annas classification value. 

Standard rates so fixed shall be such that aggregate assessment on the occupied 
lands in any group shall not exceed thirty-five per cent of the average of the rental 
values of such lands for a period of five years preceding the year in which the 
settlement is directed. 

It 4|ii0pl(f be noted that the new section avoided the phrase profit 
bt a^ricniture and made the standard rates dependent upon a variety of 
factors, including rental value, not all of which were capable of objective quanti- 
fication. Nor again, was there any indication as to the relative importance of 
the various factors, which would depend upon the judgment of the settlement 
officer. Further, while rental value was mentioned as one of the factors in group- 
ing and fixing standard rates, the maximum pitch of assessment was laid down 
in terms of average rental value. 

(b) It has been observed above that prior to 1939, the doctrine of ‘‘ non- 
taxation of improvements” had been accepted in law and practice. The amend* 
ing Act of 1939 restricted this provision to a period of thirty years. 

(c) The enhancement of assessment at any particular settlement was limi- 
ted to 25 per cent in the case of a taluka or a group, and 50 per cent in the case 
of a village or a survey number. 
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(d) The Act of 1939 introduced the system of '' fluctuating assessment' 
in certain cases. It empowered the Government “ to declare any settlement to 
be made with reference to specified prices of specified agricultural produce ”, 
when such a declaration is made, ‘‘ it shall be lawful for the State (Provincial) 
Government to enhance or reduce the assessment in such area in any year by 
granting a rebate or placing a surcharge on the assessment by reference to the 
alteration of the prices of the classes of agricultural produce specified in the 
declaration.”^^ Rules made under this section provided for a scale of surcharges 
and rebates in accordance with price changes. 

The purpose of the system of fluctuating assessment introduced under 
Section 117-M is obviously to bring about a better adjustment between the 
land revenue liability and agricultural profits than was permissible under the 
remission and suspension rules. As a fact, however, such an adjustment 
cannot be brought about merely in terms of price changes, since net agricul- 
tural profits would vary with a large number of other factors, particularly the 
actual yield, or the '‘character of the season.” In some of the settlement reports 
submitted in the early forties, a gratuitous assumption was made that the system 
of sliding scales of assessment was applicable to areas largely under tenant- 
cultivation.^^ The entire tenor of the land revenue system belies this assumption, 
since it is primarily concerned with assessments payable by the owner 
occupant. 


V 

13. During the War and post-War period, 1940-55, the land revenue system 
was subject to a number of factors which rendered some important readjust- 
ments imperative. In the early forties a few revision operations were under- 
taken in the Deccan and Gujarat, but the revised assessments were not 
sanctioned until after the War. Subsequently, the structure and operative 
mechanism of the land revenue system had to be adjusted to the impact of 
three policy decisions : ( z ) tenancy legislation providing for fixity of tenure, 
controlled rents and restrictions on land transfers; ( ii ) abolition of landlord 
estates; and ( Ui) the merger of the areas of the Indian States with the State 
of Bombay. 

14. The Bombay Tenancy and Agricultural Lands Act, 1948, and subsequent 
tenancy legislation aimed at security of tenure, controlled rents and restraints on 


12 The Bombay Land Revenue Code ( Amendment ) Act, 1939, Section 117 M. 

For instance : { i ) Second Revision Settlement Report ofMalegaon Taluka^ 1941, 
{ii) Third Revision Settlement Report of Malsiras Taluka, 1943. (Hi) Third Revi^ 
sipn Settlement Report of Sholapur Taluka^ 1943. (iV) Third Revision Settlement 
Report of Madh Taluka, 1943, 
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land transfers have brought about a virtual collapse of the free land market both 
for sales and leases. As a result, the bottom was knocked out of the old section 
117 which made the standard rates dependent upon rental values ( among 
other factors ) and fixed the maximum rates in terms of average rental values. 
Thus the ghost of rental value was laid, and it became imperative to revise 
the basis and pitch of land revenue assessment. 

15. During the post-War period, the legislative activity relating to the aboli- 
tion of non-raiyatwari tenures resulted in bringing the entire area of the Bombay 
State under raiyatwari tenure. The alienated lands under proprietary tenures 
came directly under the survey tenure, and consequently the survey and settle- 
ment procedures of the Land Revenue Code became applicable to them. 

16. Another major problem was created by the merger of the former Indian 
States with the State of Bombay. In most of these territories the land revenue 
system was different from that prevailing in Bombay under the Land Revenue 
Code and rules made thereunder. Hence, special legislation and administrative 
processes had to be devised for bringing these areas under the Bombay 
System. 

17. Administratively, these problems were met by introducing Rule 19-N 
and Rule 19-0 under the Land Revenue Rules. The former rule provided for 
fixing ad hoc assessments in the merged territories, while the latter made the 
same provision for all the areas of the State prior to the Reorganisation of 
1956. In the meanwhile, the Report of the Taxation Inquiry Commission 
was published and the general tenor of its recommendations relating to stand- 
ardisation of assessments were accepted by the Bombay Government. The 
Government placed upon the statute book an important amendment to the 
Land Revenue Code in 1956 which changed the old system in some fundamental 
respects. The amending Act defined a Group as “ all lands in a zone which 
are sufficiently homogeneous in respect of factors listed as below : 

( i ) Physical configuration, ( ii ) climate and rainfall, ( in ) prices, and ( iv ) 
yield of principal crops,” 

It was also provided that if deemed necessary the following factors may also 
be taken into consideration in forming the groups : 

( i ) markets, ( ii ) communications, ( Hi ) standard of husbandry, ( zv ) popu- 
lation and supply of labour, ( v ) variations in the area of occupied and culti- 
vated lands during the last thirty years, ( vi ) wages, ( vii ) ordinary expenses 
of cultivating principal crops, including the wages of the cultivator, and 
( via ) sales of land used for the purpose of agriculture. 
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The standard rates of each class of land in a group shall be fixed, not in terms 
of rental values, but in the light of “ average yield of crops ”, and prices of 
agricultural produce. The standard assessment has been fixed at 1/1 6th of the 
value of the average gross yield. 

In December 1966, a unifying and consolidating statute relating to land 
revenue was passed under the title, Maharashtra Act No. XLI of 1966. 

VI 

18. The historical, descriptive and analytical presentation of the Bombay 
System attempted in the present chapter ( and similar studies in the preceding 
two chapters ) is intended to provide the background for the discussions which 
follow in subsequent sections of this volume. These are primarily concerned 
with the critical appraisal of land revenue as a public levy. From this discussion 
we derive certain policy implications and proposals for reform in the light 
of acceptable tax principles and plan objectives. Here we enter a highly contro- 
versial terrain in which our contribution is merely an essay in exploration . 
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NATURE AND INCIDENCE OF LAND REVENUE 

1 . Introduction 

In the foregoing chapters we have described how the various land revenue sys- 
tems evolved in different regions of India, and how the raiyatwari system came to 
be adopted in Madras and Bombay. We have also examined in some detail the 
methods of assessment and collection of land revenue in both these States, and 
then underlined the significance of the raiyatwari land revenue system in India 
at present. Now, we examine the raiyatwari land revenue system of Madras 
and Bombay in the light of tax principles and bring out its defects so as to enable 
us to define an appropriate land revenue system. In the present chapter, the long 
and old controversy overland revenue being a rent or tax (or what?) is briefly 
reviewed and then its incidence is examined in some detail. 

2. Nature of Land Revenue 

Before proceeding to analyse land revenue in the light of tax principles it is 
essential to establish that land revenue is a tax. The problem whether land reve- 
nue is a tax or rent had been discussed and debated exhaustively ever since the 
take-over of land revenue administration by the British with the result that a 
voluminous literature had sprouted over the controversy.^ Several writers 
had dealt with this problem at great length, and it is now almost a dead 
issue. Hence, only a very brief account of the controversy is given below so 
as to provide a link for our further analysis. 

The basis of the whole controversy lies in the misconceived notions of pro- 
prietorship in the soil by some western historians like James Mill, Vincent 
Smith, and others. Basing their evidence on the writings of some travellers, and 
certain passages of Manu’s Code and Kautilya’s Arthasastra, they believed 
that the Edng in India possessed absolute property in the soil. Indeed, the pass- 
ages such as "The King is the Lord Paramount of the soil”, "The occupier of the 
land is held responsible to the King ifhe fails to sow it”,"‘theKingis lord of all”, 
and so on, have misled some of the western writers and originated the dispute. 
In their enthusiasm not to be defeated in the controversy, the writers holding 


1 A compendium of opinions of thirty-eight different writers and officials on the nature 
of the Indian land revenue is given in the Report of the Indian Taxation Enquiry 
Committee, 1924-25, Volume 11, Government of India, 19^, Appendix IV, 
pp. 27-74. 
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the rental conception of land revenue further argued that land revenue poss- 
essed the character of a rent as it could be varied in accordance with the requi- 
rements of the Government. It was also argued that the Government performs 
certain functions of a landlord, such as granting loans for land improvements, 
remitting land revenue incase of crop failures, providing rent free building sites 
to the occupants, and so on. To sum up, the advocates of the rental conception 
of land revenue argued (a) that the proprietorship in the soil has always vested in 
the State, (b) that the Government performs the functions of a landlord^ and 
(c) fhat land revenue, unlike a tax, cannot be varied to suit the requirements of 
the Government; and on the basis of the above arguments they concluded that 
land revenue was ^'renf and not a tax. 

The other school of thought held the view that the passages from the 
Institutes of Manu and other ancient texts referred to by the opponents only 
implied the supreme political power and had no connection whatsoever with 
the right of ownership. It was argued that since the beginning of history, 
society in India has been based on the principle of private property in 
the land. Manu’ s conception that cultivated land was the property of him who 
cut away the wood or who cleared and tilled it bears close resemblance to the 
doctrine of “occupatio”^ which prevailed in Rome in later times. The ancient 
sages like Jaimini, Savaraswami and Sayana held the opinion that the King’s 
power was to govern the kingdom, protecting the good and extirpating the wicked 
for which he received taxes from the cultivators and never was the pro- 
prietorship in land invested in him. This was true even under Muslim rulers. 
Under the law of Islam, the school of Hanifa, which was generally followed by 
the Muslim rulers of India, refuted the doctrine of the State ownership of the 
soil Colonel Galloway, a great authority on Muslim land law, remarks: 

The soil was the property of the cultivator as much as it could be. Law gave no 
power, policy gave no motive to remove him or to disturb him, so long as he paid 
his taxes. When he did not, his lands could be attached; and so can those of the 
first peer^ holding by the firmest tenure of the English law. The right of the Indian 
husbandman is the right of possession and of transfer ; and the rate of his land tax 
was fixed; often indeed the amount. In what respect, then, is his right of property 
inferior to that of the English landholder?^ 

Thus, it is clear that the doctriue of state ownership of the land derives no 
support from the Hindu and Muhammedan laws. And, naturally one cannot 
expect the British to succeed to anything different. Once it is recognised that 
the State never claimed proprietorship in the land, the view that land revenue is 
^‘rent” becomes untenable. 


2 By “ qccupatio things, which were not yet possessed by anybody, became the 
prop^y pf the first occupant. 

3 Quoted in the Report of the Indian Taxation Enquiry Committee, 1924-25, volume I, 
Covprnment of India, 1926, p. 62, 
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Irrespective of the support derived from the views of the old writers, it is a 
matter of mere commonseEse that the present holders of land can inherit, 
bequeath, sell, mortgage or do what they like with their lands, subject only to 
the payment of land revenue. The Government has nothing to do with the 
transfer of land except entering the deed in the record. This would never happen 
if the State is the owner of land. In the context of such state of affairs, to say 
that the State possesses absolute proprietorship in land is an abuse of words. 

The other two arguments are still more superficial. The Government, of 
course, carries out certain duties similar to those of a landlord, but they are no 
more than the age-long beneficial activities of the Government. So also, the 
argument that land revenue cannot be altered according to the Government’s 
fiscal needs, only points out the drawback of land revenue as a tax and nothing 
more; to say that a tax suffering from rigidity (or any other defect) is not a tax 
will be tantamount to saying that a person is no more a man simply because he 
is deaf or blind or lame. Moreover, there is nothing to prevent the present 
State Governments eitherTo alter the current land revenue rates or to impose a 
surcharge on them, in order to meet their fiscal requirements. The 
arguments raised in support of land revenue being a rent, therefore, do not 
hold much water. No doubt the State has the sovereign right (oris it might?) to 
confiscate the entire land overnight, but such a right extends to all other pro- 
perty as well. It can tax in anyway it likes. It may administer unoccupied lands 

3. Is Land Revenue of the Nature of a Fee, or Licence Charge, or Special 
Assessment! 

The question is sometimes raised whether land revenue partakes of the char- 
acter of a fee, or a licence charge, or a special assessment. An adequate answer 
to such a question necessitates a detailed examination of the definitions and 
the evolution of these concepts; however, such a digression is not desirable 
here partly because it will prove a drag on the smooth flow of the main discus- 
sion and partly because the conclusions are so obvious. A fee and a licence charge 
and a special assessment, despite their theoretical distinctions, do not substant- 
ially differ in so far as they are assessed as payments for special privileges of 
engaging in certain activity or receiving certain special benefits and services 
from the State, All such levies do not normally exceed the cost of the parti- 
cular service on benefit to the individual. As in the case of a licence charge, 
the payment may be mainly for regulatory purposes which are purely legal in 
their nature. In all the three concepts the element of quid pro quo is invariably 
found. Now, obviously land revenue is not a payment for the privilege of 
holding the land or engaging in cultivation but a tax on the expected income from 
the land. Nor is land revenue a payment for any special service or benefit 
from the State; if any landholder or group of landholder^ receives special bene- 
fits from the State such as the construction of a dam and a highway, they are 
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required to pay special assessraents in addition to their usual payment of land 
revenue. Nor, lastly, is land revenue paid in order to make the occupation of 
cultivation a legal one. Of course, a person paying land revenue for an unclaim- 
ed piece of land for a certain number of years becomes automatically the 
legal owner of that land; but it should be borne in mind that land revenue 
is levied not to make him a legal owner of the land but to tax the income expect- 
ed out of the land. His becoming legal owner is purely incidental to the payment 
of land revenue. It is thus clear that land revenue does not partake of the 
character of any of these three concepts. It remains essentially a tax. As one 
writer vehemently puts it, 

It is a portion of the profits of agriculture compulsorily intercepted by the State 
without any quid pro quo and this is exactly how economists define a tax. As a 
slice compulsorily cut off from profits by the State is not profit and as a slice 
compulsorily cut off from salary by the State is not salary, so a slice compulsorily 
cut oflF from rent by the State is not rent. All such slices compulsorily cut off by 
the State are taxes.^ 


The Indian Taxation Enquiry Committee, 1924-25, though divided in their 
opinion as to whether or not land revenue should be regarded as a tax on 
the individual who pays it, conceded unanimously that : 

Since it ( land revenue ) forms a deduction from the national dividend, it should be 
taken into consideration in dealing with the question of the incidence of taxation on 
th« country as a whole.s 

Obviously, the Committee is prepared to accept land revenue as a tax on the 
society as a whole. This inevitably amounts to accepting land revenue as a tax on 
the individual also, because the aggregate amount of tax on the society 
cannot consist of anything else than the individual payments of that tax. Apart 
from these inferences it can be shown that land revenue possesses the essential 
attributes of a tax. Seligman’s definition of a tax as amended by Philip 
E. Taylor runs as follows : 

A tax is a compulsory contribution from the person to the Government to defray 
the expenses incurred in the common interest of all, with little reference to special 
benefits conferred.^ 


^ B, Das Gupta, provincial Taxation Under Autonomy^ Geoffrey Cumberlege, 
Oxford University Press, 1948, p. 296. 

5 Report of the Indian Taxation Enquiry Committee^ 1924-25, Volume I, op cit., p. 67. 

6 Philip E. Taylor, The Economics of Public Finance, Third Edition, The Macmillan 
Company, New York 1961, p. 282. Taylor has introduced the words “ with little’' 
(italicized above) in the p^ace of Seligman‘s original word, “ without ”, in order to make 
the definition more suitable to the present day practices of public expenditure. 
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The primary attributes of a tax are thus the compulsory nature of the payment, 
and the utilisation of such payments normally in the common interest of the 
pubhc. Land revenue possesses both these characteristics. It has been an age-long 
tradition in India (as elsewhere) to subject all occupied land to the payment 
of land revenue except where it is either alienated-or suspended or exempted by 
the Government. Again, the landholders do not get any specific benefit proport- 
ioned to Ae payment of land revenue, nor is the latter exclusively expended on 
them. It is commonly budgeted with other revenues and spent on the general 
interest of the public. The practice of allocating a certain share of land revenue 
collection to village panchayats may assume the nature of a special benefit 
conferred on the village. But this is apparent rather than real because such 
amounts are expended on the common interest of the village as a whole, and 
not on landholders alone. Thus, howsoever one looks at the nature of land 
revenue, it is to be concluded quite justifiably that land revenue is essentially a 

t3.X. 

Having established the tax nature of land revenue, we proceed to examine as 
to what kind of tax it is, i.e., whether direct or indirect. Unfortunately, the 
traditional classification of taxes into direct and indirect based on their incid- 
ence is not satisfactory as the terras have been used in different ways by 
different writers in different countriesJOf latc.economists have adopted different 
criteria to classify taxes. For instance, Ursula Hicks, while accepting the retent- 
ion of the terms “direct” and “indirect” for administrative distinction, puts 
forward social accounting tax distinction which is essentially one between taxes 
on income and taxes on outlay. « Kaldor divides taxes into those falling on persons 
and those on transactions of some kind, and states that this division broadly 
corresponds to the classification of taxes into direct and indirect. 

On this distinction, all taxes on income or he ownership of property, whether on 
individuals or businesses, would fall into one category ( including death duties and 
local rates ) while all commodity taxes on the purchase or sale of property ( like 
Stamp duties ) would fall into the other.9 


7 Vide Ursula K. Hicks, “ The Terminology of Tax Analysis ”, Readings in the Econo- 
mics of Taxation, American Economic Association, George Allen and Unwin Ltd., 
Ruskin House, Museum Street, London, 1959, pp. 214-20. 

Also see, C. F. Bastable, Public Finance, Third Edition, Macmillan and Co., Ltd., 
London, 1922, pp. 271-72. 

8 Ursula K Hicks, “The Terminology of Tax Analysis”, Readings in the Economics of 
Taxation, op, cit„ pp. 218-19. 

8 Nicholas Kaldor, An Expenditure Tax, George Allen and Unwiij Ltd., Ruskin House, 
Museum Street, London, 1955, p. 21, 
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A detailed probe into all this, however, would take us far afield. It will suffice 
for our immediate purpose if we adopt the more convenient and practically 
useful method of distinguishing between direct and indirect taxes on the basis 
of the relation between the taxpayer and the revenue authorities. Such a pract- 
ice obtains under the British tax system. 

The essence of the British distinction between direct and indirect taxes lies in the 
relation between the taxpayer and the revenue authorities. Taxes for which liability 
varies with the circumstances of the taxpayer have to be separately calculated for 
each taxpayer, so that the relation between him and the revenue mthorities is in 
principle a direct and personal one. For certain other taxes it is convenient to the 
revenue authorities to have the tax collected directly from the taxpayer by an official 
collecting agency, for others, however, it is simpler to make use of manufacture! s 
or merchants as unofficial tax collectors, so that in that case there is no direct 
relation between the revenue authorities and the taxpayer. 

The taxes which are separately calculated for each taxpayer are conceivably 
those which fall on income and/or capital from which income is derived. The 
other taxes for the collection of which it is expedient to niake use of manu- 
facturers and merchants are those which fall on the products and services 
purchased. According to the British distinction taxes falling under the former 
group, such as the income-tax, wealth tax, inheritance tax, and so on, are direct 
taxes, while the taxes under the latter group, for example, excises and sales 
taxes, are indirect taxes. 

Obviously, land revenue belongs to the former group as it is separately 
assessed for each landholder on the basis of the quantity as well as the quality 
of land held by him, and collected directly from him by revenue officials. 
Apparently it partakes of the character of a fixed charge on land but the real 
motive behind this levy, as we have seen in Part One, is to tax the income 
expected to be derived from the land. This point is discussed at some length 
in Chapter 10, Section 8. 

From the foregoing analysis, it is clear that the nature of land revenue is, not 
that of a rent, or a fee, or a special assessment but that of a tax, and a direct tax 
at that. Having thus determined the nature of land revenue we may now pass 
on, to analyse its incidence. 

4. Analysis of the Incidence of Land Revenue 

The whole study of the incidence of a tax is nothing but a painful search for 
the ultimate taxpayer, as taxes often hit one and sit on the other. Such a study 


Ursula K. Hicks,* Public Finance^ 2nd Edition, The University Press, Cambridge, 
1956, p. 132. 
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of incidence is imperative for eifective and progressive tax-planning, for it 
throws light on the tax-induced effects (adverse or otherwise) on prices and 
production of different commodities and income of various social groups. It is 
generally believed for all practical purposes that all direct taxes rest on the 
statutory taxpayers and indirect taxes on the ultimate consumers. Unfortunate- 
ly, the resting or shifting of tax burden is not so simple, but is governed by 
complicated factors such as the supply of, and demand for, the taxed commodity, 
its inherent qualities, the availability of substitutes, the relative advantageous 
position of the original taxpayer, and so on. 

Before proceeding to analyse the incidence of land revenue, it may be useful 
to expound briefly the concepts of 'incidence” and '‘effects” of taxation. 
Seligman defined these concepts as follows: 

First, a tax may be imposed on some person; secondly, it may be transferred by 
him to a second person ; thirdly, it may be ultimately borne by this second person or 

transferred to others by whom it is finally assumed The process of transfer of 

the tax is known as the shifting of the tax, while the settlement of the burden on the 
ultimate taxpayer is called the incidence of the tax.^^ 

By effects of taxation we may mean two things. In the narrower sense, it denotes 
the immediate consequence of each of the above-mentioned steps. Thus, shifting is 
an effect of impact, incidence is an effect of shifting, and the pressure of a tax is an 
effect, in turn, of the impact and of the shifting as well as of the incidence. In the 
wider sense, effect denotes any of the subsequent results of taxation. A tax may 
have a great many effects. It may diminish industry and impoverish individuals ; it 
may stimulate production and enrich individuals; it may be an unmitigated curse to 
society; it may be a necessary evil ; it may be an unqualified boon to the community 
regarded as a whole, 

This traditional meaning of '‘incidence” and “effects” of a tax has been esch- 
ewed by some writers, for instance, Duncan Black,^^ Ursula Hicks,^^ and Richard 
Musgrave,^^ who have defined the concept of incidence in a broader sense 
in order to render it more compatible with advanced tax analysis. Scholarly as 
they are, these advanced interpretations do not much serve the present limited 
purpose of identifying those who ultimately bear the monetary burden of land 
revenue. We are, therefore, permitting ourselves to use the concept of incidence 
in the traditional fashion. 


E.R.A, Seligman, The Shifting and Incidence of Taxation, 5th Edition, Columbia 
University Press, New York, 1927, p. 1. 

12 Ibid,^ pp. 13-14. 

Duncan Black, The Incidence of Income Taxes, Macmillan and Co., Ltd,, St. 
Martin’s Street, London, 1939, pp. 123-24. Also see pp. 30-42 for the views of 
Colwyn Committee and Antonio de Viti de Marco on the concept of incidence. 

Ursula K. Hicks, Public Finance op. cit., pp. 136-39. 

^5 Richard A. Musgrave, The Theory of Public Fmance, McOraw Hill Book Com- 
pany, Inc., New York, 1959, pp. 207-208, 215-17 and 227-30. 
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The present analysis of the incidence of land revenue runs on the following 
lines. Firstly, we briefly review the much discussed theory of capilalisation in 
relation to land revenue. Secondly, we examine the incidence of land revenue 
tax-base-wise within the framework of the traditional theory of tax incidence. 
Thirdly, we attempt to find out the actual position^ of the incidence of land 
revenue at present in Bombay and Madras, and conclude that, by and 
large, land revenue rests on the landholder himself. Since in all these three 
cases land revenue incidence is analysed in the light of economic forces, 
we also examine, lastly, the incidence of land revenue in the context of 
the complicated relationships that exist among the relevant economic groups 
within the agricultural sector. These inter-group relationships are largely govern- 
ed by the prevailing institutional and legal factors which affect the free inter- 
play of economic forces, and it is intended here to observe how the incidence of 
land revenue is influenced by them. Though the analysis is divided into four 
broad heads, some overlapping of the contents may prove to be inevitable. 

5. Capitalisation of Land Tax 

Tax capitalisation means that whenever a tax, the burden of which cannot be 
shifted, is imposed on a durable, income-producing and salable asset, the capi- 
tal value of the asset gets diminished by an amount equivalent to the capitalised 
value of that tax at the prevailing rate of interest. For tax capitalisation the 
commodity on which the tax is imposed should be durable enough to provide 
scope for the recurrence of the tax: if the commodity is of non-durable nature 
and consumed before the tax falls on it for the second time, there can 
obviously be no tax capitalisation. Again, the commodity should be capable of 
generating income and should possess the character of salability to make the 
tax capitalisation meaningful. Now, land possesses all the three characteristics, 
and to the extent the land revenue falls exclusively on the landowner, it tends to 
diminish the capital value of land by an amount equal to the capitahsed value 
of itself (land revenue). As a result, the land commands only the diminished 
price, and as such the original owner himself has to bear its burden. Other 
persons who subsequently buy the land are not affected by the tax though they 
have to pay it, because they have already discounted the tax by paying a smaller 
price for the land. The capital value of their present net income after paying 
land revenue is equal to the value for which they have bought the land. Thus 
they are neither richer nor poorer because of their payment of the land tax. 
If on the other hand the land tax is lowered, it enables the original owner to 
sell his land at a higher price, but the buyers are not benefited by the lower tax. 
It is, therefore, argued that the incidence of land revenue is on the first taxpayer 
only and not on those who subsequently buy the land. It is also argued that as 
long as the rate of land revenue is constant, it is immaterial how high or how 
low it is. 
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But the theory that capitalised taxes are biirdenless on subsequent owners 
of the land, is described as fallacious by Dalton. 


It is argued that taxes on land and other more or less permanent sources of income, 
such as government securites, depress the selling value of the object taxed when they 
are first imposed, but that no burden is transmitted to subsequent purchasers of 
this object, since they buy knowing that the tax is payable, and reduce accordingly 
the price which they are willing to pay. But they are willing to pay less, precisely 
because they realise that they will have to pay the tax. And clearly, if the tax were 
to be repealed, the holders for the time being of the taxed object would gain through 
an increase of its. selling value, or of their income, or both. And, therefore, the 
incidence of the tax is on them.'^^ 


It seems that Dalton has conveniently ignored the basic conditions subject 
to which only^ the theory of capitalisation holds good. His argument reminds 
us of the maxim that a penny saved is a penny gained. No advocate of the theory 
of capitalisation has ever argued that the subsequent landowners are free from 
paying the taxes. They do pay the taxes, but the actual burden of the tax is not 
on them simply because incomes, even after paying the tax, represent the normal 
return on the capital invested in buying the land. Dalton cannot arrive at his 
conclusion on the ground that they are willing to pay less, precisely because 
they realise that they will have to pay the tax. (See the words italicised above) 
On the other hand, it is precisely because they pay less by an amount equal to 
he capitalised value of the tax that they are redeemed of the actual tax burden., 
They cannot pay less to buy the land and still argue that the actual burden of 
the tax is on them. As for Dalton’s next argument, no doubt if the tax were to 
berepealed, ‘‘the holders for the time being” would stand to gain. But that is a 
gain which arises not because hitherto they were bearing the actual tax burden, 
but because the capital value of their assets has increased, and because the rate 
of return on the amount invested in buying the land is now higher than what it 
should be at the prevailing interest rate. In other words, it is purely a windfall 
gain and nothing more. Thus the theory of tax capitalisation is unassailable in 
its pure theoretical form. But then does the theory have any practical signifi- 
cance in the real world ? 

The capitalisation of land taxes depends on a host of factors. As H. P. 
Wald puts it, 


Hugh Dalton, Principles of Public Finance, 13th Edition, George Routledge 
and Sons, Ltd., London, 1944, pp. 70-71. ( Italics mine. ) 


.. 8 .. 
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To maintain that a given land tax is capitalised presupposes an active land market, 
so that land values will reflect market force; rather than non-economic influences. 

It also presupposes, first, that the supply of agricultural land is inelastic with respect 
to changes in the return on land, for otherwise at least part of the tax would be 
shifted rather than capitalised; second, that the pattern of future tax liabilities is 
foreseeable and fully anticipated ; third, that the Government does not spend the 
tax revenue in a way that affects the value of land services; and fourth, that the tax 
does not affect the rate at which land income is capitalised.'^? 

These conditions, however, rarely obtain in the actual world of experience, 
and this is particularly true in the case of India. Land sales in this country are 
seldom active owing to landholder’s deep attachment to their ancestral plots; 
nor are the selling prices of land very sensitive to its current as well as the 
prospective net income. Again, the land revenue rates are fixed for acompaia- 
tively long time, and the extent to which they will be revised at the time of revi- 
sion settlement is simply unpredictable, as we have already noticed in earlier 
chapters. And, the interest rate, on the constancy of which the whole theory 
depends, seldom remains unchanged in the dynamic conditions of the actual 
market. In view of all this, it may be concluded that, in practice, the validity 
of the theory of land tax capitalisation pales into insignificance; as such, its 
discussion is of mere academic interest and is no more than an intellectual 
exercise. 

6. Incidence of Land Revenue {Tax-base-wisef^ 

Seligman classifies land taxes into five types 

(0 a tax on economic rent, {ii) a uniform tax according to the quantity or 
quality of the land, {Hi) a tax on gross produce, {iv) a tax on agricultural 
profits, and (v) a tax on property or the selling value of the land. Now let us 
examine the incidence of land revenue in each case within the framework of 
the classical theory. 

(0 a tax on economic rent: a tax imposed on land on the basis of its economic 
rent always falls, it is generally believed and rightly so, on the owner of land; 
because, a tax on economic surplus cannot be shifted on to any other class, 
whether tenant or consumer, for the simple reason that it will not affect the 


H. P, Wald. Taxation of Agricultural Land in Underdeveloped Economies, op, 
cit., p. 108. 

^8 This section is based on E. R, A. Seligman, The Shifting and Incidence of 
Taxation, op. cit,. Part II, pp, 255-76. 

Ibid,, p* 257. 
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cost of production. According to Ricardo’s theory of economic rent,^^ the prices 
of agricultural commodities are determined by the cost of production on the 
marginal land which by definition does not yield any surplus, and thus bears no 
tax. As a result, the superior lands yield a surplus which is technically called 
‘‘economic’’ rent. As long as land taxes do not exceed the economic rent the 
supply of land, the agricultural production and the agricultural prices remain 
unaffected. Hence, the tax will be borne by the landowner in its entirety. If the 
tenant were to be the statutory taxpayer, still the owner of land will have to 
eventually bear the tax burden without which some land, according to the 
theory, will be left unrented as the taxes would render the incomes of tenants 
inadequate to rent lands as before. If the tax exceeds economic rent but is 
below total rent economic rent plus return on capital n vested in land 
improvements) it discourages capital improvements on land and results in lesser 
produce and higher prices. This makes the consumers of agricultural products 
bear, at least, a certain share of the tax imposed. But, as long as the tax does 
not exceed the economic rent, the tax burden rests on the landowner himself. 

Economic rent, however, is seldom found in isolated form. As Taussig 
observes: 

Rent .. dose not arise spontaneously.. . Its emergence is inextricably intermixed 
with the complex processes of tilling the sol and of maintaining its fertility. on 
all land which has long been in use there is difficulty in determining how much the 
yield is affected by its ^ original and indestructible powers ”, how much by 
qualities supplied thru man’s action. Economic rent is extremely difficult to mark 
off. ”21 


As another writer puts it, 

economic rent as being the reward of “ original and indestructible properties of 
the soil ” is no longer found in its pristine purity anywhere. The soil of today owes 
as much to nurture as to nature .22 

It is thus clear that economic rent does not exist in isolation and, therefore, it 
cannot be normally used as a tax base. 


20 Ricardo’s concept of economic rent has undergone changes at the hands of 
subsequent writers. According to Marshall, economic rent arises because of the in- 
elastic supply of land This inelasticity is likely to keep the prices of agricaitural 
produce above the level of costs and thus give rise to a surplus which is called econo- 
mic rent. Modern theoreticians, on the other hand, interpret it in terms of alterna- 
tive cost. In this case economic rent arises whenever a factor of production earns 
more than its transfer cost. 

21 F. W. Taussig, Principles of Economics^ Volume II, IVth Edition, The Macmillan 
Company, New York, 1939, pp. 116-17 and 108-109. 

22 ^ D.T. Lakdawala, Justice in Taxation in India, The Popular Book Depot, Bombay 7, 
1946, p. 127. 
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(ii) A uniform tax according to the quantity or the quality of the land: In the case 
of a unifonn tax according to the quantity or the quality of land, four possibi- 
lities exist, viz,, (a) the shifting of a sum over and above the tax to the 
consumers, {b) the shifting of the exact amount of the tax, (c) the division of the 
tax between the producer and the consumer, and {d) the resting of the entire tax 
on the landowner.^ Each of these four cases is briefly examiaed below. 

(a) The shifting of a sum over and above the tax to the consumers: If a fixed flat 
rate is levied on land irrespective of its fertility, the owners of relatively superior 
lands stand to gain. Suppose there are three plots of land of one acre each, 
producing wheat (of the same quality) worth of Rs. 5, Rs. 10, andRs. 15 
respectively due to their differential fertility. Suppose a tax of 50 np per acre is 
newly levied on all lands. The owner of the land yielding worth Rs. 5 has to 
secure Rs.5 .50 for the same produce or abandon cultivation. When the price is 
fixed at Rs. 5,50 per maund on this land, naturally the owners of the remaining 
two lands will secure Rs, 11 and Rs. 16.50 instead of Rs. 10 and Rs. 15 respect- 
ively, whereas they are asked to pay only 50 np each. This results in a surplus of 
50 np in the case of second plot and 100 np in the case of the third. A 
uniform tax on land thus squeezes consumers more than what it fetches to 
the exchequer, the difference being pocketed by the owners of more fertile 
lands. 

(b) The shifting of the exact amount of the tax : If the land is qualitatively 
classified and progressively rated as such, the tax will get shifted by its exact 
amount to the consumers. For example, this will happen if three plots of land in 
the example given above are taxed at the rate of 50 np, 100 np, and 150 np res- 
pectively instead of a flat rate of 50 np each. 

Hence, whenever a land tax is graded so as to follow with precision the differential 
advantages of production, and where the land is cultivated intensively up to the point 
when the law of diminishing returns becomes effective, given a constant demand, the 
tax will be shifted entirely to the consumers, without causing them any additional 
loss,24 

It is, however, highly unlikely that, in practice, such exact shifting takes place. 


(c) The division of the tax between the producers and the consumers: If the taxes 
on lands are not only graded but graded in such a way as to appropriate more 


23 E. R. A. Seligman, The Shifting and Incidence and Taxation^ op, cit.^ p. 259. 
2^ E, R. A. Seligman, The Shifting and Incidence of Taxation, op, cit p. 260 . 
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than what accrues to the owners ofrelatively fertile lands, the sharing of the tax 
burden between landowners and consumers takes place. The tax makes land- 
owneto of relatively fertile lands accept less profits, and the extent to which they 
bear tax burden depends, ceteris paribus^ on the level of progression of the tax. 
This is because the price is determined, according to the classical theory, on 
the marginal land; as such , the owners of relatively fertile lands have no 
control over it and are left with no alternative but to accept less profits. 

id) The resting of the entire tax burden on the landowner: The resting of the 
entire tax burden on landowners takes place only on the presumption that the 
inferior lands are tax-free, and since the price is determined on these lands the 
owners of superior lands cannot raise the prices and have to accept the cut of 
the tax into their revenue. 

But, lands free of tax because of their inferiority are seldom seen. 

(iii) A tax on gross produce us examine the incidence of a tax on gross 

produce. At different times different States have claimed different shares of 
produce ranging from one-twelfth to one half, the most familiar example being 
the tithe. Such a tax falls proportionately on all types of land and reduces corn 
rents in equal proportions. The marginal cultivator pays one-tenth of his gross 
produce in kind and sells the remaining produce at a price which compensates 
him for the deduction of the tax. Hence, the immediate effect would be a shift 
of tax burden onto consumers. It is pointed out, however, that the burden 
may be ultimately shifted back to producer:^ when, due to higher prices of 
food and raw materials, the progress of the community is checked, and the 
demand for land is lowered. It is also pointed out that in poor countries 
the tax burden cannot be shifted to consumers even in the first instance as 
they cannot afford to pay more. Besides, this tax is not universally levied, and 
the presence of foreign competition makes it a partial tax with the result that 
the tax burden cannot be shifted to consumers. 

(/f) a tax on net profits of agriculture and the selling value of land ; Taxes on 
the ‘*net profits’’ of agriculture and selling value of the land are treated as the 
same because the capitalised value of the net profits derived from cultivating 
the land is equal to its selling value. This tax may be an integral part of general 
taxation on all net profits or the value of all taxable property. Or it may be an 
exclusive tax on land while other types of profits and property are exempted from 
taxation. In the case of the former, it is not possible to shift the tax to consumers 
as marginal cultivators do not stand to gain by abandoning cultivation and 
resorting to some occupation in other sectors, owing to a general tax on all pro- 
fits and property. Hence, production does not suffer and the prices do not shoot 
up with the result that the shifting of tax burden to consumers does not take 
place. In the case of the tax being exclusively on profits from land and its selling 
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value, the classical theorists believed that it could be entirely shifted to 
consumers. But, it is argued that even if the tax is exclusively on agricultural net 
profits or on the selling value of the land, it does not necessarily follow that 
the tax will be shifted to the consumer, because the rise of prices due to shifting 
of the tax often curtails consumption which in turn tells upon the price; and 
this at best would shift only a portion of the tax to the consumer. 

The analysis of all the five cases examined above is obviously based on 
Ricardo’s theory the validity of which rests on two factors, viz., {a) absolute 
mobility of capital and labour, and {h) complete isolation of the farmers so as to 
enable them to fix the prices of their own produce. Obviously, both these 
factors do not exist in real life. We cannot expect even the marginal cultivators 
to abandon cultivation as they might have invested large sums in improving land. 
They prefer to hang on to cultivation accepting less profits as no-rent land is 
one which fetches just sufficient profits above the cost to enable the cultivator 
to live. Besides, '‘an important practical consideration is that the landowners 
may be tied to their land because of the cost and other hardships of relocating 
themselves and their families.*”^ One will abandon land only if the tax is so 
abnormally high as to eat up the entire rent and profits, but such an “if” is seldom 
seen in any civilised country. Similarly, complete isolation of the farmers never 
obtains in practice with the result that the fixation of the price of their own 
produce is only imaginary and not real. If completely identical taxes are impos- 
ed on all cultivators of all countries, and if complete mobility of capital and 
labour is assumed, the tax might be shifted to consumers. In such a case, 
a country might obtain its entire revenue by levying taxes on land alone without 
affecting agricultural interests. SeJigiiian observes: 

What then is the real position of the incidence of land revenue? 

7. The Actual Position of the Incidence of Land Revenue in Madras and Bombay 

The obvious answer to the question posed above is that the landowners 
themselves have to bear the burden of land revenue. Any shifting of this burden 
on to the buyers of agricultural produce presupposes that the farmers have 
control over the prices of their produce and that they can raise or lower the 


Yet all history has proved the error of this view. From the day of the exactions of 
the oriental monarchs and of the later imperial Roman tax system to the mediaeval 
methods of Spain and the arbitrary land tax of pre-revolutionary France, much of the 
misery of the agricultural classes must undoubtedly be attributed to the revenue system 
which burdened primarily the farmer. Implic t reliance on the Ricardian doctrine 
might justify every exaction on the farmer, but would inevitably react on agricultural 
prosperity 

H, P* Wald, Taxation of Agricultural Land in Underdeveloped Economies, op, cit p. 94. 
26 E, R. A. Seligman, The Shifting and Incidence of Taxation, op^ cit., 271, 
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prices at their will by curtailing or increasing the supply of agricultural 
commodities. But unfortunately, agriculture is not run on organised lines, and 
the individual farmer has no say, whatsoever, in the fixation of the price at which 
he sells his produce. In fact, there has been no direct relation between the 
cost of cultivation and the price obtained for the produce. For most of the 
cultivators in India, agriculture is still a mode of living rather than an occup- 
ation run on business lines. And the supply of agricultural produce in general, 
is not elastic owing to certain factors such as (a) the time-lag involved in the 
production, (b) the inevitable limit of cultivable land, (c) the perishable 
nature of the produce, and so on, which are too well known to be dealt 
with at length. It is thus clear that owing to unorganised nature of 
agriculture and inelastic supply of its produce, the prices of the farm products 
are determined not by the farmers but by certain other factors. 

It is a matter of common observation, which is also supported by several 
enquiries,^’ that the prices of main farm products are determined by the 
conditions of supply and demand obtaining in the local, national and interna- 
tional markets. When the farmers have thus no control over prices, it is impos- 
sible to shift the burden of land revenue onwards in the form of increased 
prices.^ 

But then, will the burden be shifted backward through reduction of buying 
prices of productive agents ? Such a shifting, if possible, will affect the labourers 
and money-lending classes through reduction of wages (or increased number of 
working hours) and interest charges respectively. But the latter is not possible 
because of the dominant position of the money-lender. Nor is the cultivator 
(being an insignificant individual purchaser) placed in a position to get a price 
reduction on seed, manure and implements. The only factor that can be squeezed 


27 The Report on the Enquiry into ihe Rise of Prices in India, Volume I, Superintend- 
ent, Government Printing, Calcutta, India, 1914, contains a comprehensive study 
of local, national and international factors determining agricultural and non-agricul- 
tural prices. The prices of individual farm products have been studied in 

C. N. Vakil and S K. Muranjan, Currency and Prices, P. S. King and Son, Ltd., 
London, 1927, and Reports of the Commodity Prices Board, ed. N. V. Sovani, 
Gokhale Institute of Politics and Economics Publication No. 20, Poona, 1948. 

After explaining how owing to inelastic supply of agricultural produce the 
burden of land revenue cannot be shifted forward. Professor T. M. Joshi 
proceeds to argue that the demand for agricultural products is fairly elastic 
under Indian conditions. Though there can be no dispute with the conclusion 
that land revenue cannot be shifted, it is diflScult to agree that the demand 
for agricultural products is fairly elastic. They are bare necessities and as such 
demand for them is mostly inelastic. Apart from this, once we know that the 
farmers connot regulate the prices upward or downward, it is immaterial so 
far as the present problem is concerned whether demand for farm products is elastic 
or inelastic. • 

T. M. Joshi, Agricultural Land Revenue in the Bombay State, op. cit,, pp. 128-29. 
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is labour which is mostly contributed by himself and his family members. It is 
hus clear that the incidence of land revenue would tend to rest on the landowner 
himself. 

Now, both in Madras and Bombay, land revenue is levied on, and collected 
from, the landowners directly. As noted above, they can neither shift this 
burden on to the buyers in the form of increased prices nor backward through 
reduction of buying prices of the productive agents. The burden squarely rests 
on the landowners themselves, and this is true in the case of other States also. 


8. Incidence of Land Revenue on Different Economic Groups in the 
Agricultural Sector 


So far, we have carried out certain theoretical exercises relating to the incid- 
ence of land revenue, and then analysed its actual position in Madras and 
Bombay. Now, we intend to examine the incidence of land revenue in the 
context of institutional and legal factors that exist among the relevant 
economic groups within the agricultural sector. The shifting of the burden of 
land taxes among different groups within the agricultural sector is called 
^‘intrasectoral shifting of land taxes” by H. P. Wald. He classifies these various 
groups as follows: {a) peasant proprietors; {b) large landowners who rent 
land to tenants, sometimes through a series of intermediary lessees; (c) ten- 
ant cultivators; (d) large landowners who operate centrally managed estates and 
plantations with hired labour; {e) landless labourers who work on estates and 
plantations or on farms owned by peasant proprietors ; (/) communities which 
are organised on a tribal, village, or family basis and control land under a 
system of communal tenure; and (g) miscellaneous traders and money-lenders 
serving the agricultural sector.^^ For our present purpose, we can divide these 
various groups into four classes, vfz., (i) landowners including the categories 
(a), (b)y and {d) mentioned above, {ii) tenant cultivators {Hi) agricultural 
labourers and (zv) money-lenders and traders serving the agricultural sector. 


The relative role played by these various groups varies from country to country, 
and the extent of "‘intrasectoral” shifting depends on the net result of the intri- 
cate relationships that exist among these groups. Hence, the approach to the 
study of land tax incidence in the context of institutional and legal factors 
does not permit of general analysis, and necessitates specific examination of a 
particular tax in the context of the institutional set-up in a particular country. 


^ H. P, Wald, Taxation of Agricultural Land in Underdeveloped Economics ^ op. cii., 
p* 100. 
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The initial payments of land taxes are made by landowning or tenant groups, 
and the remaining groups, viz., agricultural labourers, money-lenders and 
traders come into the picture only when taxes are shifted backward or forward. 
If, for example, the rise in land taxes is also accompanied by a governmental 
regulation increasing official agricultural prices to be paid by traders, or subsi- 
dising the sale of agricultural requisites, the burden on initial tax-payers is 
greatly relieved. Such governmental regulation, of course, will never attempt 
to .hift tax burden to landless labourers; on the other hand, the governmental 
regulation, if any, will seek to prevent any shift of tax burden to the labourers 
through wage controls. In India, the Minimum Wages Act, 1948, seeks to pre- 
scribe minimum wages to be paid to the labourers. According to the Minimum 
Wages ( Amendment ) Act 1957, the fixation of minimum wages in all 
the scheduled employments in industry as well as agriculture should be 
completed before 31 December 1959. The latest position regarding minimum 
wage fixation in agriculture is as under : 

“(1) Minimum wages have been fixed for the whole State in West Bengal, 
Mysore, Madhya Pradesh, Rajasthan, Punjab, Orissa, Kerala, Bihar, Delhi, 
Tripura and Himachal Pradesh. 

(2) M i nimum wages have been fixed for a part of the State, i.e., for specified 
areas only, in all States other than Jammu and Kashmir where the Minimum 
Wages Act is not yet applicable. 

(3) The Central Government have also fixed wage minima in certain agri- 
cultural demonstration farms. Research Institutes and Military Farm.®’” 
The measures taken in respect of fixing minimum wages,^ however, cannot 
be expected to be effective in the present context of Indian agi {culture. 

Implementation of the various provisions of the Minimum Wages Act, 1948, in the 
agricultural employment is beset with considerable diflBculties because of the nature 
of work, fragmentation of holdings, payment of wages in kind, vagaries of nature, 
traditions and existing customs, illiteracy among employers and employees, lack of 
adequate organisation among agricultural labour, etc. 

Even if these difficulties were not existent, the agricultural labourers may still 
be affected if the initial tax-payers, owing to the rise in land taxes, attempt to 


Agricultural Labour in India, Report on the Second Enquiry, Volume I, All-India 
Labour Bureau, Ministry of Labour and Employment, Government of India, 1960, 
p. 290. 

A detailed account of minimum wages fixed in respect of different agricultural 
operations such asp loughing, sowing, threshing, etc. in various States in India is given in 
Minimum Wages 1958, Labour Bureau, Ministry of Labour and Employment, Govern- 
ment of India, 1960, Appendix, pp. 74-85. 

*2 Minimum Wages 1959, Labour Bureau, Ministry of Labour and Employment, 
Government of India, 1961, p. 59. 


,. 9 .., 
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effect economy in the hitherto liberal labour payments in kind as well as in 
certain conventional allowances. 

It is true that the agricultural labourers constitute the weakest and most 
unenviable, group in the economy, but, the fact that they obtain, if any, a bare 
living-wage serves as an obstacle to any large shift of tax burden to them. 
Professor Wald observes : 

Although agricultural labourers are not so favourably situated from a competitive 
standpoint, but instead are probably in the weakest bargaining position of any group 
in the economy, the fact that in most countries they earn little if any more than a 
bare subsistence may be an effective barrier against much of the tax being shifted 
their way 

It is needless to say that in India agricultural labourers are underpaid as well 
as underemployed. 

As many as 85 per cent of agricultural labourers had only casual work, mostly in 
connection with harvesting, weeding, preparation of soil and ploughing. The 
average annual income per family from all sources was Rs. 487 and the average 
income per capita , 104 compared to the national average in the same year 

( 1950-51 ) of Rs. 265. ^4 

Apart from all this, the fact remains that though the aggregate supply of 
agricultural labour is abundant, there have also been regional and seasonal 
scarcities of agricultural labour. For instance, it is stated in the Land Revenue 
Annual Administration Report (1955-56) of the Bombay State that, 

The labour supply was adequate except in some areas of Baroda, Mehsana, 
Sabarkantha and Ahmedabad. In Poona Division, in the rural areas, the labourers 
were able to dictate their own terms and hence the wages were mostly demanded 
and paid in cash as demanded by the labourers, and at some places in kind.^s 

Again, it should be borne in mind that in most cases the cultivators and their 
family members themselves work on their fanns. In view of all this, it may be 
concluded that no large-scale shifting of tax burden to the agricultural labourers 
is possible. 

On the other hand, the money-lenders and traders because of their dominant 
economic position always safeguard themselves against any tax shift. Their 
predominant position has been well brought out by the All-India Rural Credit 


H. P. Wald, Taxation of Agricultural Land in Underdeveloped Economies op* cit*, 

p. 103. 

Second Five Year Plan^ Planning Commission, Government of India, 1956, pp . 

314-15. 

35 Land Revenue Annual Administration Report for the year 1955 56, Government of 
Bombay, 1960, p. 10^ 
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Survey, 1951-52, according to which the pattern of supply of credit to the 
cultivators is as follows^^ : 


TABLE \ 

PATSERN OF CREDIT SUPPLY OF THE CULTIVATORS 



Credit Agency 


Proportion of borrowings 
from each agency to the total 
borrowings of cultivators 



Per cent 

Government 

3.3 

Co-operatives 

3.1 

Relatives 

14-2 

Landlords 

1-5 

Agriculturist money-lenders 

24-9 

Professional money-lenders 

44-8 

Traders and Commission Agents 

5.5 

Commercial Banks 

0.9 

Others 

1.8 

Total 

100.0 


From the table it is clear that about 93 per cent of the credit is provided by the 
private agencies, and about 75 per cent by the money-lenders and traders who 
have abundant scope to trap in especially the poor and ignorant cultivators 
in inuumerable ways. The interest rates they charge are shockingly exorbitant, 
and vary from place to place. These facts are too well known to require elabor- 
ation. Of course, almost all the State Governments have attempted to regulate 
the money-lending business. The Madras Agriculturists Act, 1938 (Section 13) 
prescribes maximum simple interest rate at 6 \ per cent on both, secured and 
unsecured loans. The Bombay Money-lenders Act (Section 25) provides for 
maximum rates of 9 per cent and 12 per cent on secured loans and unsecured 
loans respectively with eifect from 5 July 1952. This Act as amended in 1951 
further empowers the State Government to fix the maximum rates of interest 
from time to time for any local areas or class of business of money-lending in 
respect of secured and unsecured loans. Similar Acts are in operation in other 
States aJso.^ Of course, these legislative measures are. rendered largely ineffective 


Albindia Rural Credit Survey, The General Report, Volume II, Reserve Bank 
of India, Bombay, 1954, p. 167. The data collected in the follow-up surveys also 
bring out the dominant position of money-lenders in the selected districts. Vide 
Statistical Reports of the Rural Credit Follow-up Surveys for the >ears 1956-57 to 
1958-59. 

Agricultural Legislation in India, Volume I — Regulation of Money-Lending, 
Revised edition, Directorate of Economics and Statistics, I^inistry of Food and 
Agriculture, Government of India, 1956, pp. vii-viii. 
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by certain factors such as lack of alternative agencies to provide the required 
credit on an adequate scale, the illiteracy of the cultivators, their down-trodden 
position, and so on. In the light of these facts it becomes unthinkable that even 
an iota of the burden of land revenue can ever be shifted to money-lenders and 
traders. 

Thus, while the shifting of land revenue burden to agricultural labourers is 
practically insignificant, the money-lenders and traders remain insulated 
against any such shifting, owing to their dominant economic position. 

Now, let us examine how the burden of land revenue gets shifted between the 
remaining two groups, vzz., landlords and tenants. As it is already noted, a tax 
on pure economic rent can never be shifted. All the same such rents do not 
exist in an isolated form, and in practice, dijfferent rental practices in different 
countries are met with. Crop-share system is more prevalent in underdeveloped 
countries than the system of fixed produce — or cash-rents. The sharing of the 
produce as well as the costs of production are fixed according to the prevailing 
custom, the nature of the soil, the type of cultivation, and so on. In Indonesia, 
the Philippines and Thailand, equal sharing of the crop between tenant 
and landlord seems to be a common practice. Rents in Ceylon vary from one- 
sixth to one-half of the crop, depending on the region and the type of crop. In 
the Middle-Eastern countries like Syria and Iraq, similar variations ranging 
from one-third to two-thirds are found. In Japan till recently rents were assessed 
each year in advance of the harvest, and varied from 50 per cent to 70 per cent 
of the gross product. Labour rents are prevalent in Latin American countries 
like Bolivia, Chile, Colombia, Ecuador, Peru and Venezuela, where labourers 
work unpaid on the fields of the landlord, and get in return small pieces of land 
for their personal cultivation.^ 

In India all these rental practices are found in some degree, the most domi- 
nant among them being the crop-share system. Added to these traditional 
rental practices are the recent Government rent controls which impose ceilings 
on agricultural land rents. These ceilings on rents vary from State to State as 
follows: 

In Assam, the crop-share rent was reduced from l/4th to l/5th of the produce; in 
Bombay from l/3rd of the produce for dry lands and l/4th of the produce for 
irrigated lands to l/6th for all t>pes of lands; in Orissa from 1/2 to l/4th; in Hyde- 
rabad from l/3rd for irrigated land and l/4th for dry lands to l/4th and l/5th 
respectively. In Rajasthan rent was first reduced to l/4th and then to l/6th of the 
produce. In Mysore it was fixed at 1/2 the produce in 1952 and later, reduced to 


Land Reform : Defects of Agrarian Structure as Obstacles to Economic Develop- 
ment^ United Nations, Department of Economic Affairs, New York, 1951, pp. 14- 
17; also see United Nations’ reports on Progress in Land Reform, published in 1954 
and 1956. 
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|/3rd for Maidan areas aad l/4th for Malnad areas. In Delhi and Himachal Pradesh 
where rents were not regulated earlier, the maximum rent was fixed at l/5th and 
l/4th of the gross produce respectively. Similarily in Punjab (including Pepsu) the 
maximum rent was fixed at l/3rd of the gross produce and in Bihar at 7/20th of 
the produce. In Madras rent regulation was applied in the first instance in Tanjore 
district where rent was fixed at 6C per cent of the gross produce; in 1955-56, rent 
regulation was extended to the entire State and the maximum rent was reduced and 
fixed between 33-1 /3 per cent and 40 per cent of the gross produce. In Andhra the 
rent has been fixed at 1/2 of the gross produce. In Jammu and Kashmir, it varies 
between 1/2 and l/3rd of the gross produce.^^ 

Besides these rental regulations, the common practice of long-term leases 
further contributes to rental inflexibility. 

Again the tenants are classified into certain groups such as pemanant ten- 
ants, protected tenants, and ordinary tenants, and the period of their tenure is 
guaranteed by law which varies from State to State.^° Broadly speaking, 

Legislation for security of tenure has three essential aims — firstly, that ejectments 
do not take place except in accordance with the provisions of the law; secondly, that 
land may be resumed by an owner, if at all, for ‘personal cultivation only’; and 
thirdly, that in the event of resumption the tenant is assured of a prescribed minimum 
area.^^ 

Added to these restrictions are the recent ceilings imposed in most of the 
States on both the existing as well as the future acquisition of land holdings. 
Very recently such ceilings have been imposed in both the Madras and Mahara- 
shtra States under the Madras Land Reforms (Fixation of Ceiling) Act, 1961, 
and the Maharashtra Agricultural Lands (Ceilings on Holdings) Act 1961, 
respectively. 

Thus the conventional rental practices (the force of which is sometimes more 
than that of legal regulation), the rental regulations, the security of tenure, 
the imposition of ceilings on land holdings, seem to provide an effective 
barrier against any tax shift on to tenants. But then, a question may be legi- 
timately asked whether these legislative measures are practically effective. 


Review of the First Five Year Plan, Planning Commission, Government of India, 
1957, pp. 320-21. 

^ A detailed account of tenancy laws passed in different States of India is given 
in Agricultural Legislation in India, Volume VI - Land Reforms (Reforms in Tenancy), 
Directorate of Economics and Statistics, Ministry of Food and Agriculture, Govern- 
ment of India, 1955; also see, Manilal B, Nanavati and J. J. Anjaria, The Indian 
Rural Problem, 5th Edition, The Indian Society of Agricultural Eccnomics, Bombay, 
1960, pp. 191-251. A brief but up-to-date information regarding tenancy reform in all 
the States in India is given in India 1962, Publications Division, Ministry of Information 
and Broadcasting, Government of India, 1952, pp. 246/49. ^ 

Third Five Year Plan, Government of India, Planning Commission, 1961, p. 223. 
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Several studies^^ undertaken to evaluate the effects of tenancy laws in different 
States show that for all practical purposes these laws do not exist. The task of 
effective implementation of tenancy laws in India is indeed beset with several 
practical difficulties. The poor economic position and low social status of the 
tenants work as formidable obstacles for realising the benefits of these legal 
provisions; also, the fact that the law-interpreters are always wiser than the 
the law-makers cannot be ignored. While retaining the broad framework of 
law, the landowners may violate its spirit in many ways. A part of the tax 
burden may be shifted on to tenants through a change in the share of production 
costs to be borne by tenants; or if actual rent is below the official rent, the land- 
owners may raise it, within the limits of law, to shift a part of tax burden. If 
tenants are taxpayers, it is doubtful whether they can secure rental cuts from 
landowners to the extent of increase in the land tax they have to pay; it depends 
mainly on their bargaining position. Sometimes, as in the case of Punjab, law 
requires the division of land revenue between the landlord and the tenant in the 
same proportion in which they share the produce. All these factors provide some 
scope for the landowners to shift at least a portion of the burden of land revenue. 
But the increasing effectiveness of the Governmental measures mentioned 
above and the prevalence of long-term leases, are likely to dim the prospects of 
any such tax shifting to the tenants. 

Besides, certain other factors also come in the way of shifting of tax burden 
to the tenants. The relations between landlords and tenants are often personal 
rather than businesslike. The tenants may be in the occupation of the lands for 
several years, and help the landlord in several ways in the daily life. In the eyes 
of the landlord the current tenants may be more honest and regular in their 
payments, for which reason the owners want their continuation and hence do 
not harass them with increased rents or shifting of tax burden. In India, broadly 


42 A good deal of literature has come into existence on land reforms in general 
and tenancy reforms in particular. The following are some of the important reports and 
studies in this respect : 

( i ) V, M. Dandekar and G. J. Khudanpur, Working of Bombay Tenancy Act, 
1948, Report af Investigation, Gokhale Institute of Politics and Economics Publication 
No. 35, Poona, 1957; 

( ii ) A. M. Khusro, Economic and Social Effects of Jagirdari Abolition and Land 
Reforms in Hyderaoad, Printers Department of Publication and University Press, 
Osmania University, Hyderabad-7, 1958 ; 

( Hi ) Reports of the Committees of the Panel on Land Reforms^ Government of 
India, Planning Commission, 1959, pp. 1-93 ; 

(i>) G. D. Patel, The Indian Land Problem and Legislation, N. M. Tripathi Lrd., 
Law Publishers, Princess Street, Bombay-2, 1954, Chapter xvii„ pp. 253-363; and 

( V ) V. Dandekar, Review of Land Reforms Studies Sponsored by the Research 
Programmes Committee^ Planning Commission, Research Programmes Committee, 
undated, Mimeographed. 
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speaking, the villages are ridden with factional groups, generally headed by 
moneyed landlords, each group striving hard to enlist the support of as many 
villagers as possible to raise their social and political position. This necessit- 
ates a lenient attitude towards tenants who are sometimes the chief followers 
of the landlord. Anyone who is intimately acquainted with rural life will not 
fail to appreciate these factors which often tend to prevent significant tax shifts 
to the tenants. 

The foregoing analysis makes us conclude that, by and large, the burden of 
land levenue rests on the landowners themselves. 



CHAPTER 5 


EVALUATION OF LAND REVENUE IN THE LIGHT OF 
PRINCIPLES OF TAXATION 


1. Introduction 

In the previous chapter we have examined the nature of land revenue and 
concluded that it is essentially a tax. Further, we have analysed the incidence 
of land revenue and arrived at the conclusion that it tends to rest, by and large, 
on the landowner himself. In the present chapter we intend to subject land 
revenue to a study in the light of acceptable principles of taxation in order to 
highlight the defects in the current land revenue system, especially that of 
Madras and Bombay. Finally, we attempt to define an appropriate land revenue 
system consistent with our tax policy for planned economic development. 

2. Analytical Framework of Tax Appraisal 

Canons or principles of taxation in their simple form may be defined as 
eholved rules relating to the process of taxation which aim at safeguarding 
fee interests of taxpayers as well a- tax collectors and which are intended to 
ptch as much revenue to the exchequer with as little burden to taxpayers as 
cocsible. It has been customary to evaluate a tax in the light of the celebrated 
tanons of Adam Smith, v/z., equity, certainty, convenience and economy, 
which reigned supreme during the days of the Police State. However, much 
of their significance has been whittled down by subsequent impact of the 
Welfare State on tax ideals, and by the advanced techniques of taxation. A tax at 
present is judged not only from the point of view of individual taxpayer and 
the tax-gathering authority, but also from the point of view of its efifects on the 
economy as a whole. We therefore evaluate land revenue in the light of the 
principles of : (f) equity, (ii) productivity, {Hi) economic effects, and (zv) tax 
administration.^ The piinciple of equity as we understand it in the modern 
theory of taxation rests on {a) whether a tax falls on net income, {b) whether it 
takes into account the personal situation of the taxpayer, and (c) whether it 
possesses a progressive rate structure. The principle of productivity relates to 
the fiscal contribution of the tax as well as its bouyancy in response to chan- 
ges in the base and rate structure. An examination of the effects of a tax 


^ A comprehensive classification of principles of taxation is given in Adolf Wagner, 
“ Three Extracts on Public Finance, ” Classics in the Theory of Public Finance, eds. 
Richard A, Musgrave hnd Alan T. Peacock, Macmillan and Co., Ltd., London, 
1958, p. 11. We have adopted Wagnefs classification with certain modifications, 
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on the economy reveals how far the tax affects production incentives and 
factor allocation. Lastly, the principles of tax administration enable us to 
judge whether a tax fulfils the tests of certainty, convenience and economy. In 
what follows we appraise land revenue in the light of these various principles 
of taxation. 

3. Land Revenue and the Principle of Equity 
The evaluation of land revenue in the light of the equity principle needs to be 
prefaced by a brief discussion of the principle itself. The essence of the principle 
of equity is that tax liabilities should be distributed among taxpayers according 
to their ability to pay. Those who are in ^ ‘equal economic circumstances’’ 
should bear equal tax liability; pro tanto, differing tax burdens are justified 
only to the extent of difference of circumstances^. The immediate question that 
arises here is how to assess the “economic circumstances” or tax-paying capacity 
of a taxpayer. It is well known that the ownership of land at first constituted 
the index of a person’s ability to pay, and subsequently both movable and 
immovable property served as indices of tax-paying capacity. In modern tax 
systems, a person’s net income is the most widely accepted index of ability to 
pay; in the strict sense, this latter, however, depends, on several aspects 
of income, such as the nature of income, the manner of earning income, 
the time element in income, the inevitable family claims on income, and so on.^ 
However, as Kaldor argues, 

... the notion of income is by no means the only conceivable overall measure 
of the taxable capacity of individuals ( capital wealth or personal expenditure provide 
alternative criteria); nor is it by any means an unambiguous concept, since its actual 
definition for tax purposes can vary over a wide range and does in fact so vary in 
the tax legislation of different countries, with far-reaching consequences on the distri- 
bution of the tax burden between different taxpayers. In fact, not only is our 
existing definition of income for taxation purposes an extremely defective measure 
of taxable capacity, but any conceivable alternative definition of income is also bound 
to be defective in varying degrees, even when taken in conjunction with supplementary 
taxes on capital wealth.'^ 

Kaldor holds the view that the expenditure and the property of a taxpayer 
constitute a far more reliable index of his tax-paying capacity than money 


2 An incisive and up-to date analysis of the principle of equity is given by Richard 
A. Musgrave, The Theory of Public FmancCy op, cit.. Chapter 5, “ The Ability-to-pay 
Approach” pp. 90-115: and Chapter 8, “ Equal Treatment of Equals”, pp. 160-83; 
also vide A. C. Pigou, A Study in Public Finance, 3rd Edition, Macmillan and Co., 
Ltd., London, 1956, pp. 43-44. 

^ Josiah C. Stamp, €he Fundamental Principles of Taxation, Macmillan and Co., 
Limited, St. Martin’s Street, London, 1921, pp. 14-15. 

4 Nicholas Kaldor, An Expenditure Tax, op, cit,, pp. 24-25; ajso vide pp. 11-17 and 
21-78 for his views regarding the taxable capacity of a person, 

.. 10 ., 
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income. Nevertheless, in actual practice it is found to be more convenient to 
adopt net income standard in assessing tax-paying capacity of a person. Further, 
owing to the (assumed) diminishing marginal utility of money, the tax-paying 
capacity of a person gets enhanced with every increase of income not proport- 
ionally but progressively.^ Though the task of earning income is initially hard 
enough, it becomes subsequently less difficult as more income is earned. It is 
therefore sought to bring in equity by taking off progressively more incomes 
from the richer classes. 

From the foregoing brief account of the equity principle we can derive the 
following criteria to test whether land revenue conforms to the principle of 
equity. Firstly, we examine whether land revenue falls on net income of the 
cultivators and takes into account their personal situation. Secondly, we discuss 
how far the rate structure of land revenue is consistent with the equity 
principle. Thirdly, we examine whether land revenue falls similarly on similarly 
situated cultivators. 

3.1 The Net Income Criterion 

In what follows the bases of assessment in Madras and Bombay are dealt 
with; also, the basis of assessment in certain other States is touched upon. 

We have seen in Chapter 2 that in the Madras State land revenue assessment 
is based on the average net produce the value of which is supposed to represent 
the income accruing to the cultivator. The basis of assessment is arrived at 
after an elaborate process which has a specious appearance of scientific pre- 
cision. But this method, as noted earlier, is not without its limitations. The 
inevitable intrusion of conventional factors, the reliance on deceptive averages, 
and the conjectural estimates of produce and costs of cultivation, are not 
inconsiderable limitations of the process of arriving at the basis of assessment. 
Most of the accounts and criticisms of the Madras system reveal that, in pract- 
ice, the method followed in Madras does not really differ materially from 


5 We are aware ot the controversial nature of the principle of progression in 
taxation, especially its basis in the income-utility relation. The views of certain 
well-known writers on this problem are gathered up in Viewpoints on Public Finance, 
ed. Harold M. Groves, Henry Holt and Company, New York, 1947, pp. 2-38. For an 
incisive account of progressive taxation, vide Elmer D. Fagan, Recent and 
Contemporary Theories of Progressive Taxation”, The Journal of Political Economy, 
Volume 46, No. 4, August 1938, pp. 457-98; William Vickrey, Agenda for Progressive 
Taxation, The Ronald Press Company, New York, 1947; and Henry Simons, Personal 
Income Taxation, Second Impression, University of Chicago Press, Chicago, Illinois, 
1950. An interesting account of progressive taxation is given in Francesco 
Guicciardini, “ Two Discourses on Progressive TaxaPon ”, Internatioml Economic 
Papers No* 9, eds. Alan T. Peacock, etc. Macmillan and Company Limited, London, 
1959, pp. 7-19; Arnold Jacob Cohen Stuart, On Progressive Taxation”, Classics 
in the Theory of Publif Finance, op, cit,, pp, 48-71; and Walter J. Blum and Harry 
Kalven Jr., The Uneasy Case for Progressive Taxation Second Impression, The 
University of Chicago Press, Chicago, Illinois, 1954. 
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that of Bombay (which later flagrantly violates the equity principle, as we 
shall show presently). Several years ago, Srinivasa Raghaviyangar observed : 

The Madras Settlement operations though conducted under elaborate rules resolve 
themselves in the final result into the simple method adopted in Bombay, firstly, 
because, the minute and extended enquiries which they invo ve are in most cases 
impossible to carry out and have frequently been dispensed with; secondly, because, 
none of the data on which reliance has to be placed, such as prices of food-grains 
in former years, are perfectly trustworthy, and in some cases information regarding 
the quotations of prices in the ryot’s selling months for the old years are entirely 
wanting; and thirdly, because, the determination of rates of assessment with reference 
to a large number of factors, slight errors in regard to which might seriously vitiate 
the total result, is apt to make the assessments excessive.^ 

Similarly, Mr, W. G. Peddar, Revenue Secretary in the India Office, arrived 
at the following conclusion after describing the procedures prescribed for the 
Madras system. 

In practice, therefore, the elaborate process above described determines rather 

the relative than the absolute assessments of different cases of land, and the Madras 
method does not really differ very widely from that of Bombay.’ 

Even if these defects were absent, the theory of net produce still does not con- 
form to the principle of equity as the unit of assessment is the field or the survey 
number rather than the landholder. Land revenue does not take into account the 
personal situation of the cultivators and falls on large and small landowners 
alike without any exemption. The policy of the Madras Government as enun- 
ciated by the Hon’ble the Revenue Member in his speech in the Council on 
28 November 1928 is as follows: 

The basis on which land revenue assessment in this Presidency is made is the pro- 
position that the State is entitled to a share of the crop from the land. It is not based 
on any consideration of the circumstances of the holders of lands. We do not make 
any difference whether a land is held by a rich man or a poor man. The assessment 
is made with reference to the capacity of the land and not with reference to the 
circumstances of anybody who holds the land. 

A tax on aet produce is, of course, definitely an improvement over that on 
gross produce. But the former fails to conform to modern tax ideals because, 

6 S. Srinivasa Raghavaiyangar, Memorandum on the Progress of the Madras 
Presidency during the Last Forty Years of British Administration^ 2nd Edition, The 
Superintendent, Government Press, Madras, 1893, p. 191. 

’ Statement Exhibiting the Moral and Material Progress and Condition of India 
during the Year 1882-83, Nineteenth Number, Part T. Henry Hansord and Son, 
London, 1885, p. 115. 

® Quoted in the Report of the Economic Enquiry Committee^ Superintendent, 
Government Press, Madras, 1931, p. 4, 
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It looked at the produce of the source of industry, rather than at the recipient of 
the earnings; it was a tax on things, rather than on persons; it abstracted from the 
personal situation of the taxpayer;...^ 

It is thus clear that the basis of land revenue assessment in Madras violates 
the principle of equity. 

In the case of Bombay, the violation of the principle of equity is still more 
flagrant. It may be once again recalled that the assessments have come to be 
fixed in the light of estimates of agricultural profits based upon a variety of 
factors including rental values. As such, the Bombay system affords ample 
scope for the settlement officer’s judgment which is most likely to vary from 
officer to officer with the result that a number of non-uniform and vitiating 
factors necessarily creep into the system of estimating the profits of agriculture. 
Even the assiduous efforts of the settlement officer (granting his efforts 
are not wanting in sincerity ) fail to scrupulously balance fourteen factors 
cannot be expected to lead to any rational and precise basis of assessment 
as the task itself is too formidable. No wonder if he leans a little heavily on the 
factor of rental values though it is laid down as one of the fourteen items to be 
considered. In fact, rental values have been exclusively relied upon on many 
occasions in the past for the fixation of assessments. Now, the question arises 
whether the figures of rental values collected or calculated by settlement officers 
at the time of settlement constitute a just basis for ascertaining the profits of 
agriculture in the light of which the current assessments have been fixed. The 
rental figures in most of the cases have been found to be faulty; this was well 
brought out by the Bardoli Enquiry Report and the various revision settlement 
reports. The unreliability of the rental statistics is all the more conspicuous in 
the case of those areas where owner-cultivation predominates. Professor 
Gadgil observed several years ago: 

... they ( the rental statistics ) are precise basis only f->r the lands for which the 
rents were paid and only for the years for which they were paid. The moment you 
begin to extend the application of these statistics to other lands and other years you 
are necessarily in the region of guesswork. ... Above all, is it at all correct to deduce 
the income of a very large peasant proprietor class from a few figures of the rental 
income of a landlord class 

Sometimes the rents paid by the tenants contain a number of other charges 
which vary according to the nature of the lease. 


^ E. R. A. Seligman, E^isays in Taxation, 10th Edition, The Macmillan Company, 
New York, 1925, p. IS. 

D. R, Gadgil, The Bombay Land Revenue System, Surat, 1928, pp. 10-11. 
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In a very large number of transactions recorded as leases the * rent ’ really repre- 
sents interest, either the interest on money borrowed or in arrears, or the interest 
on a sum which the tenant, previously the owner of the land, has received under a 
conditional sale, and hopes in time to repay. There may be little or no relation 
between the rent paid in such cases and the true rental value of the land.^^ 

Again, certain, other factors such as (a) the rackrenting occasioned by mounting 
land-hunger of peasants, {b) lack of alternative occupations, (c) sentimental 
attachment to particular lands, (d) periodical booms, and so on, tend to widen 
the gap between the contractual rents and the true rental values of the lands. The 
rental statistics therefore do not convey a correct idea regarding the profits 
of agriculture obtaining under owner-cultivation; as such, the rental values 
do not provide a reliable basis for the fixation of reasonable assessments. The 
perilous elfects as well as the futility of relying on the rental statistics are 
further underscored by the recent land reforms which aim at regulating rents 
payable by the tenants and at increasing owner-cultivation wherever possible. 
While the scope of rental statistics is thus inevitably limited, the system 
of fixing the assessments on the basis of empirical evidence suffers from great 
indefiniteness which is not at all compatible with any rational theory of taxa- 
tion. After all, it was adopted at a time when no better system could be enforced, 
and when the speedy execution of the work was the uppermost concern of the 
settlement ojBficers. All this clearly shows that the basis of land revenue assess- 
ment in the Bombay system flagrantly violates the equity principle. 

In the case of other States such as Punjab, Uttar Pradesh and Madhya Pra, 
desh, and in the temporarily settled areas of Bihar, Orissa and West Bengal- 
the basis of assessment is ‘net assets’ or ‘economic rents’. 

Net assets have been defined as the ‘ estimated average annual surplus of an estate 
or group of estates remaining after deduction of the ordinary expenses of cultivation 
as ascertained or estimated.’ In other words, it is rent less all costs incurred in earning 
the rent .^2 

The concept of ‘net assets’ or economic rent is thus dependent on rental 
values the unreliability of which is already discussed above. Even if the ass- 
essments are fixed on the basis of reliable rental values, land revenue would 
still violate the principle of equity in so far as the personal situation of the 
cultivators is not taken into account. 

It is thus clear from the foregoing account that the bases of land revenue 
assessment are not only violently in conflict with the principle of justice but are 
in need of a radical reform. 


R. S. Broomfield and R. M. Maxwell, Report of the Special Enquiry into the 
Second Revision Settlement of the Bardoli and Chorasi Talukas, The Government 
Central Press, Bombay, 1929, p. 17. 

12 Report of the Taxation Enquiry Commission^ 1953-54, Volume HI, op. czY., pp. 
185-86. 
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3*2 The Criterion of Progressive Rate Structure 

The unit of land revenue assessment is the field or the survey number and 
land revenue falls proportionately on these units. Further, as the lands are 
classified according to their productive capacity and assessed as such, an ele- 
ment of progression can be said to exist. This, however, does not bring in the 
requisite degree of progression in the current sense. In fact, it cannot be brought 
as long as land revenue is based on the in rem doctrine. Besides, in actual 
practice the rates of assessment tend to be regressive as land revenue falls on 
the bare incomes of the small and uneconomic landowners. The Indian Taxation 
Enquiry Committee, 1924-25, observed: 'Tt is further evident that the land 
revenue viewed as a scheme of taxation is not only not progiessive, but actually 
tends in the opposite direction. Thus the principle of equity is violated not 
only by the basis of assessment but also by the rate structure of land revenue. 

Of course, there have been some attempts in Madras to infuse equity into 
this notoriously inequitous tax by imposing progresssive surcharges on land 
revenue, and later substituting them by an agricultural income tax. But mere 
imposition of a progressive surcharge over a regressive and non-uniform tax 
does not eliminate the basic injustice inherent in the system. The recent 
agricultural income-tax also cannot be expected to infuse the requisite degree 
of equity partly because the exemption limit is high and partly because 
there are several ways open for tax evasion. These issues are discussed at some 
length in subsequent chapters. 

3*3 The Criterion of Uniformity 

There is also another aspect of inequity associated with land revenue. Both 
in Bombay and Madras different rates are levied on the same type of land in 
different areas partly due to the fact that the areas have been settled at different 
times and partly due to their being under different conditions of tenure previ- 
ously. Tax justice demands that land revenue assessments should be uniform; 
by uniformity we mean that the cultivators placed in similar positions should 
bear similar burdens. But the present position of land revenue in Bombay 
and Madras as well as in other States does not reach this minimal requisite 
of equity. This is too well known to require further elaboration. 

It may therefore be concluded that, howsoever one looks at it, land revenue 
grossly violates the principle of equity. 

4. Land Revenue and the Principle of Productivity 

A primary requisite of a good tax is its capacity to bring in adequate revenue 
to the exchequer; furtlier, it should adapt itself to the changes in incomes on 
which it falls. In what follows we evaluate land revenue as a source of public 
income and then examine how far it is flexible. 


Report of the Indkin Taxation Enquiry Committee, 1924-25, Volume I, op, cit,, 
p. 77. 
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4 • 1 Land Revenue as a Source of Public Income 
It is a well-known historical fact that for several centuries land revenue had 
occupied a unique place a? the mainstay of government finance. However, 
its fiscal significance has been continuously declining, particularly over the last 
hundred years, as a result of several factors. As the economy grew more and 
more monetised, it provided scope for the introduction of several new taxes. 
Also, as the Police State gradually gave way to the Welfare State, the public 
expenditure mounted up and as a result new avenues of taxation were explored. 
Further, with the secular upward trend in prices and the consequent heightened 
income structure, the inelastic land revenue lost its relative importance as a 
source of public revenue. According to the calculation of the Taxation Enquiiy 
Commission, 1953-54, land revenue receipts constituted 69 per cent of the total 
revenues of the Centre and States in 1793-94, 36.5 per cent in 1891-92, 16-1 
per cent in 1938-39 and 8-6 per cent in 1953-54.^^ According to our calcu- 
lations, the fiscal position of land revenue viewed from different angles is as 
follows (vide Tables in Statistical Appendix). In the Madras State land revenue 
receipts constituted 42-83 per cent of total tax revenue and 31-82 per cent of 
total revenue in 1938-39. The corresponding percentages during 1959-60 were 
9*64 and 6*04. In the Bombay State the percentages of land revenue to total 
tax revenue and total revenue were 37-63 and 28*49 in 1938-39, and 11-02 and 
7*67 in 1959-60 respectively. The aggregate land revenue receipts in the former 
Provinces as a whole constituted 43-05 per cent of total tax revenue and 32-00 
per cent of total revenue in 1938-39. The corresponding percentages for the 
States as a whole in 1959-60 were 16*48 and 10-49. In spite of this declining trend, 
it is worth noting that even today, the aggregate receipts from this source 
(over Rs. 100 crores) and its proportion to the total revenue of the Centre and 
States (5.30 per cent) are not inconsiderable. All this underlines the fiscal 
significance of land revenue. Though its dominant position has been gradually 
declining, it still remains one of the principal taxe of the States and fetches 
a substantial amount of revenue to the exchequer. 

4.2 Land Revenue and Flexibility 

One cardinal characteristic of a good tax is its flexibility which enables the 
tax administrator to change the tax liability so as to raise or lower the 
State revenues as required from time to time, and which makes the tax liability 
vary automatically with the changes in the basis of assessment. If a tax is 
levied on the basis of net income, the amount of tax payable by a person should 
not only vary with the changes in his net income but the tax rates themselves 
should be open for enhancement or reduction as needed by fiscal requirements. 
Now, does land revenue in Madras and Bombay possess such an ideal flexi- 
bility? 


4 

Report of the Taxation Enquiry Commission, 1953-54, Volume III, op. cit,^ p, 

216 . 
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It has been noted earlier that the land revenue assessment is based on net pro- 
duce in Madras and on personal impressions regarding profits of agriculture in 
Bombay, and that the assessments once fixed continue to be in force for a period 
of thirty years. This means that the quantum of net income or the profits of 
agriculture per unit of assessment (i.e., the field or the survey number) deter- 
mined at the time of the settlement is assumed to be constant throughout 
the settlement period irrespective of actual variations in the yield or prices, 
and that the assessment rates cannot be altered during that period. These 
features of land revenue obviously contribute to rigidity and violate the can- 
on of elasticity. Though the originators of the current land revenue systems 
in both the States were quite aware of these undesirable features, they ac- 
cepted them out of administrative expediency. 

In Madras, prior to the introduction of the current system, annual and 
triennial settlements were attempted but it was realised that such frequent 
settlements were administratively not convenient, apart from being harmful 
to the cultivators. Consequently, the thirty-year period was adopted with a view 
to provide incentives to cultivators and thereby to ensure and stabilise the 
finances of the Government. Thus elasticity was sacrificed at the altar of 
administrative convenience and financial stability. Of course, an element 
of elasticity may be said to exist in the current system; in the case of crop 
failure due to widespread natural calamities, the assessments are remitted in 
accordance with the rules laid down for the purpose. But no remission is given 
in the case of a normally bad season. Similarly, even if there is a large rise in 
agricultural prices and/or production, the liability of the cultivator is not 
enhanced. 

Thus the effect of the inelastic nature of land revenue is two-fold. On the 
one hand, it entails an undue loss of public revenue when agricultural prices 
rise considerably and the cultivators live in a state of prosperity. It causes, 
on the other hand, undue hardship to the cultivators during times of depres- 
sion and recurring droughts. This inelasticity of land revenue system is further 
accentuated by the abandonment of resettlements. Of course, surcharges have 
been levied in view of the large rise in agricultural prices, but they are more 
palliative than curative. 

What we have said above regarding the flexibility of land revenue system in 
the Madras State largely applies to the Bombay system also. But in the case 
of Bombay, as already noted in Chapter 3, Section 117 of the amending Act of 
1939 empowers the State Government ‘To declare any settlement to be made 
with reference to specified prices of specified agricultural produce.” After such 
a declaration, 

It shall be lawful for the State Government to enhance or reduce the assessment 
in such area in any year by granting a rebate or placing a surcharge on the assessment 
by reference to the alteration of the prices of the classes of agricultural produce 
specified in the declaration. 
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Here, the agricultural produce, which is to be taken into account, represents 
only those crops which are grown at least on 20 per cent of the gross cropped 
area of the taluka, and their prices are the average pnces for the preceding 
five years. In the case of price variations, a surcharge is levied or a rebate is 
sanctioned in accordance with the following scale: 



Rebate 

Surcharge 


Price fall 

Rebate grant-- 

Price rise 

Surcharge 


able 


leviable 

Below 25 

Nil 

Upto 33 1/3 

Nil 

per cent 


per cent 


Between 25 

12.5 per cent 

Between 33 1/3 

12.5 per cent 

per cent and 


per cent and 


33 1/3 per cent 


50 per cent 


Between 33 1/3 

18.75 percent 

Between 50 

18.75 per cent 

per cent and 


per cent and 66 2/3 


40 per cent 


per cent 


Between 40 

25.00 per cent 

Between 66 2/3 

25.00 per cent 

per cent and 


per cent and 


50 per cent 


100 per cent 


More than 50 

31.5 per cent 

Above 100 per 

31.75 per cent 

per cent 


cent 



This device is supposed to render land revenue elastic by bringing its liability 
closer to changing profits of agriculture. But the latter depends not merely 
on prices, but also on actual yields and costs of cultivation. While the costs of 
cultivation and the prices of produce move fairly uniformly in different regions, 
the actual yields vary from region to region owing to uneven distribution 
of rainfall and other natural factors. Now, the benefit arising out of 
price rise in a particular locality may be neutralised by poor harvests, 
while the loss due to price fall may be offest by bumper crops. While point- 
ing out these limitations, we must however concede that the annual crop 
estimation proves in actual practice an intractable problem. Apart from its 
pros and cons, it appears that this device was never made use of. 

Thus, in both Madras and Bombay, the land revenue system violates the 
canon of elasticity; in fact, the rigidity of laud revenue has been its worst 
defect which has defied almost all the solutions suggested so far by various 
committees and individual experts. Nevertheless, it is necessary to devise some 
means by which land revenue can be rendered elastic without at the same time 
affecting the present administrative convenience and financial stability to any 
considerable degree. 


11 
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5. Land Revenue : Its Economic Effects 

It is well known that since the earliest times land revenue provided the neces- 
sary wherewithal to run the administration of kingdoms. As the economy in 
the past was overwhelmingly agricultural, its strength was closely dependent 
(other factors being normal) on the pitch of land revenue assessments. When the 
latter were extraordinarily exorbitant, farmers used to abandon cultivation 
and the consequent effects on the economy as well as on political stability and 
security of the State were dire and far-reaching. Moderate assessments, on the 
other hand, represented an era of peace and prosperity of the State. Such, 
broadly speaking, was the intimate relationship that existed between the land 
revenue assessments and the economy till the dawn of modern industrialisation. 

Owing to their historical signficance, we consider it necessary to refer to 
the alleged effects of land revenue as it was evolved under British rule. The 
critics of British administration evaluated the effects of land revenue, parti- 
cularly in Raiyatwari areas, as follows. Firstly, they argued that as a consequence 
of the introduction of a centralised system of revenue settlement and adminis- 
tration, the self-sufficiency and coherence of village communities were loct. 
Secondly, they contended that the land revenue assessments resulted in augment- 
ation of the indebtedness of the peasantry. Thirdly, they held the view that 
the intensity of the famines that broke out during the nineteenth century 
was a direct consequence of periodical upward revision of land revenue assess- 
ments which sapped the staying-power of the cultivators. In what follows we 
briefly examine the validity of these arguments, and then appraise the effects 
of land revenue as it operates at present. 

As regards the first argument, it may be noted that the impact of the 
Raiyatwari system on the disintegration of village communities was over- 
stressed. For, the Raiyatwari system evolved under British rule was by no means 
an innovation. The ancient practices of levy and collection of land revenue 
assessments as well as the Regulation system during Akbar’s regime were 
essentially Raiyatwari in character, and no critic, as far as we are aware, had 
argued that these systems had a degenerating effect on village communities. It 
should be borne in mind that with the advent of industrialisation, the internal 
and external transport facilities increased, agriculture was subsequently comm- 
ercialised, and as a result of these powerful economic forces the isolated and 
self-sufficing village communities were disrupted. In view of this it may be 
concluded that it was the basic economic forces that were primarily responsible 
for the decay of village communities and not the Raiyatwari system. The impact 
of the latter, if any, was only secondary in importance. Regarding the second 
argument, it may be said that the increase of rural indebtedness was not an 
exclusive result of land revenue assessments. The augmentation of agrarian 
indebtedness was again due to certain fundamental factors such as (a) the new 
system of judicial administration which strongly upheld the individual rights 
in land and which unwittingly encouraged both improvident borrowing and 
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unscrupulous lending, and {b) the aggravation of the general backwardness of 
agriculture owing to a high rate of growth of population. It is thus clear that the 
growth of rural indebtedness was brought about by certain basic factors and 
that land revenue assessments were responsible only to the extent that they were 
burdensome; but the historicial evidence shows that the burden of land reve- 
nue under British rule during the nineteenth century was in no way heavier 
than that which existed under the Moghul rulers. It may therefore be concluded 
that the factors mentioned above, and not land revenue assessments, were 
primarily responsible for the rapid growth of rural indebtedness. As for the 
last argument, it may be pointed out that in a predominantly agricultural 
country like India where farm operations are almost entirely dependent upon 
capricious rainfall, the periodical failure of the latter is not uncommon. In 
the old order, scarcity of rains and failure of crops meant sheer starvation in 
the affected regions, as foodgrains could not be transported quickly or easily 
from the non-famine areas. The famines, however, acquired a different charac- 
ter as the transport facilities started developing during the latter half of the 
nineteenth century. '‘Henceforth (f since the decade 1860-70), the Indian 
famine meant no longer an appalling lack of food, but only scarcity prices and 
a universal lack of employment. The famine problem became one of organi- 
sing rapid and large-scale transport of foodgrains to the affected areas, and 
of providing employment on public works to the people so that they could buy 
the available food. The degree of severity of famines depended on several 
factors and it is impossible, in the absence of statistical data regarding the place 
of laud revenue assessments in the total income-cost-structure of cultivation, 
to determine how far the severity could be attributed to the Government 
demand. In any case, even if the land revenue assessments were burdensome, 
their role in the overall situation would have been relatively unimportant. 

Now, let us pass on to examine whether land revenue as it operates at present 
has any significant disincentive effects on agricultural production and whether 
land revenue brings about any diversion of resources from one use to another. 
We have noticed in the previous chapter that the burden of land revenue rests, 
by and large, on the landowner himself. If it is oppressively heavy, it may 
prove disincentive to farmers, particularly to marginal cultivators. We have 
already noted that whenever in the past land revenue assessments were un- 
bearably heavy, peasants used to abandon cultivation and desert their villages. 
This resulted in slackening of production, which in turn endangered this 
important source of revenue of the Government and affected the requisite 
supply of basic necessities to the population. Such a phenomenon, however, 
is inconceivable at present. The demand for land is ever growing. More and 
more fallow lands are being brought under cultivation, while the arable lands 


15 D. R. Gadgil, The Industrial Evolution of India in Recent Titles, 4th Edition, Geoffrey 
Cumberiege, Oxford University Press, Calcutta, 1948, p. 22. 



84 


AGRICULTURAL TAXATION 


are being intensively cultivated. These facts indicate that land revenue assess- 
ments are not so burdensome as to prove disincentive. This is, however, a 
layman’s observation. It may be argued that the demand for land is increasing 
due to growing population and that farmers are hanging on to cultivation due 
to lack of alternative avenues of employment. It becomes therefore necessary 
to base our conclusions on the evidence regarding the place of land revenue in 
the total income-cost-structure of cultivation. 

According to our calculations based on fann management data (vide Tables 
25-29 in Chapter 7) land revenue constituted 3 • 35 per cent of farm business 
income^^ during the year 1954-55 in the selected region (comprising Salem and 
Coimbatore districts) of the Madras State. In 1955-56 the corresponding figure 
was 2 • 91 . Again, the percentage of land revenue to the value of total output and 
total actually incurred costs was 2-37 and 1 -39 in 1954-55 and 2-53 and 1 -35 
in 1955-56 respectively. These figures obviously show that land revenue occupies 
an inconsiderable place in the total turnover required to conduct the business 
of agriculture. So also is the case with the Maharashtra State. In Ahmednagar 
district the average percentage of land revenue to farm business income in the 
case of dry holdings was 7-75 while it was 6- 12 for partially irrigated holdings 
in the year 1954-55; the corresponding percentages in the case of Nasik district 
were 5 *84 and 4 -25. In 1955-56 the percentage of land revenue to farm business 
income for all holdings was 3.84 and 2.22 in Ahmednagar and Nasik districts 
respectively. The percentage of land revenue to the value of total output and 
total actually incurred costs was as low as 1 to 3 per cent. In Punjab, Uttar 
Pradesh, West Bengal and Madhya Pradesh, the percentages of land revenue 
to farm business income were around 4 to 6 per cent; the proportion of land 
revenue to the value of total output and actually incurred costs was much 
lower. It is needless to point out that these figures, when viewed against the 
past history of land revenue assessments which varied between one-half and 
one-twelfth of gross produce, indicate that land revenue constitutes at present 
an insignificant burden on cultivators (A more elaborate account of the burden 
of land revenue is given in Chapter 8). As such, land revenue assessments are 
far from being disincentive. Even if they are considerably heavier than what 
they are at present, cultivators are unlikely to abandon cultivation because it 
is primarily a way of living to them. Besides, the present system in which assess- 
ment rates remain unaltered during a settlement period, and in which personal 
improvements effected by the cultivators in their lands are excluded fro m taxa- 
tion, induces them to improve their cultivation without any fear of higher tax 
liability. Thus land revenue assessments are not only not disincentive but 
are conducive to higher agricultural production. 

As regards the role of land revenue in bringing about a diversion of resources 
from one use to another, it may be noted that land revenue is levied on the 


The concept of farm business income is explained in Chapter 8, Section 5, 
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basis of the estimated average net incomes of lands rather than on the basis of 
the type of crops grown though the latter is taken into account in estimating 
the former. The assessments once fixed remain unaltered during the settlement 
period, hence there is no special inducement to agriculturists to divert their 
lands from one crop to another. Such a diversion takes place only if the 
production of alternative crops is more paying or when the rotation of crops 
becomes necessary in the normal course of cultivation. It is thus clear that 
land revenue does not cause any diversion of resources from one use to another. 
But it may be noted that to the extent that the assessments are unduly low they 
do not perhaps induce cultivators to put forth their best efforts to cultivate the 
lands intensively, and this may prove a sort of diversion from full utilisation to 
underutilisation of resources. Of late, special assessments on commercial crops 
have been levied in different States, but owing to their unimportant place in 
the total cost of production they are not likely to influence cultivators’ decisions. 
Thus we may sum up that land revenue as it operates at present is neither dis- 
incentive to production nor does it bring about any diversion of resource 
use. 

6. Land Revenue and the Principles of Tax Administration 

In this section we evaluate land revenue in the light of the well-known 
canons of tax administration, viz., certainty, convenience, and economy. 
Though these canons of Adam Smith have lost much of their original 
significance, they still remain valid as sound rules of taxation in many 
underdeveloped countries, especially in the agricultural sectors. Let us 
examine how far land revenue in Madras and Bombay fulfils these simple 
tests. 

6.1 Canon of Certainty 

The tax which each individual is bound to pay ought to be certain, and not 
arbitrary. The time of payment, the manner of payment, the quantity to be paid, 
ought all to be clear and plain to the contributor, and to every other person. 

The canon of certainty is largely satisfied in so far as the assessments of 
land revenue once fixed are not altered during a settlement period of 
thirty years. The cultivators are fully aware of how much and when they 
have to pay their dues. We have seen in Part One that both in Madras and 
Bombay elaborate cadastral surveys were conducted under Original Settle- 
ments and the assessments were fixed in accordance with the differential 
fertility of the soils. 


u Adam Smith The Wealth of Nations, Volume 11, J. M. Deot and Sons, Ltd. 
London, 1954. p. 307. 
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In the case of Madras, a definite basis of assessment, i, e., half the net produce, 
has been adopted in the fixation of assessments. Every landholder is informed 
of his total liability which depends on the quantity and quality of land he 
holds. The rates fixed at each settlement are immune from any alteration till 
the end of the settlement period. Again, on the expiry of the thirty year period 
of each settlement the rates are revised not arbitrarily but in accordance with the 
executive orders of the Revenue Board. It was seen that the enhancements 
were limited to a maximum of 18| per cent of the prevailing rates. Of course, 
the executive orders themselves have been criticised as arbitrary. This factor 
does not violate the canon of certainty, firstly because, the rates once revised 
continue for thirty years, and secondly because, resettlements have now been 
abandoned. The only violation of this canon is the recent imposition of sur- 
charges on land revenue on an ad-hoc basis. This is, of course, done with the 
consent of the State Legislature after detailed discussions, but still the 
cultivators are left in a state of uncertainty as to how much more they may be 
required to pay. But this also has lost its significance as the levy of surcharge 
has been abolished. It may be concluded that land revenue in the Madras 
State largely satisfies the canon of certainty. 

What we have said above holds good in the case of the Bombay system also. 
In Bombay, however, the most uncertain element is the empirical basis of assess- 
ment. The officers have to examine laboriously the fourteen factors 
before fixing the assessments, and it is not unlikely that different factors receive 
different weightage at the hands of different officers. Another danger that 
creeps into the system, as already seen, is the conscious or unconscious reliance 
on the rental statistics to an unpredictable extent. All this robs the statutory 
position of its certainty and definiteness regarding the basis of assessments. 
Further, in the absence of a definite basis of assessment, ‘"the rate structure 
has become arbitrary so that it is impossible to ascertain what portion of the 
income from farming is taken by the Government by way of land revenue.”^® 
The statutory prescription of 35 per cent of competitive rental value as the 
maximum limit for any assessment is the only feature of certainty regarding the 
rates. The assessment rates, however, not only vary a good deal within this 
limit but the limit itself ceases to be meaningful in the context of statutory 
fixation of rents payable by the tenants. All this throws light on the structural 
defects of land revenue and the arbitrary nature of its assessment. It may be 
said, however, that land revenue once fixed normally remains unchanged for 
a period of thirty years and in this sense it satisfies the test of certainty. 

6.2 Canon of Convenience 

Every tax ought to be levied at the time, or in the manner, in which it is most likely 
to be convenient for the contributor to pay it. 19 


18 T. M. Joshi, Agrtcultural Land Revenue in the Bombay State, op, cit., p, 205. 

19 Adam Smith, op, cit,, p. 308. 
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The time and manner of payment of land revenue are governed by specific 
rules laid down for the purpose both in Madras and Bombay. In the case of 
Madras, land revenue can be paid in two to four instalments in the fixed pro- 
portions prescribed for each area; the first instalment is to be paid not earlier 
than December and the last, not later than succeeding May.^® These months are 
obviously associated with the harvest seasons when the cultivators are generally 
expected to be in receipt of sufficient money. The village headman makes the 
dates of payment known to the cultivators who are thus aware of their dues in 
advance. Again, at the time of resettlement, as already noted, the enhancement, 
if any, is not immediately added but spread over a certain number of years so 
as to enable the cultivators to adjust themeselves to the enhanced burden of 
land revenue. Also, the assessments are fixed after taking full cognisance 
of the vicissitudes of the seasons so that the cultivators may not find it 
difficult to make their payments even in bad years. Over and above all this, land 
revenue is either remitted or suspended in the case of crop failures occasioned 
by natural calamities. Thus, land revenue in Madras enjoys the backing of 
the canon of convenience. 

The foregoing account applies to the Bombay system also except in respect 
of minor variations regarding the number of instalments of land revenue and 
the method of fixation of assessments. 

An element of incovenience, however, may be said to inhere in both the 
systems. Generally, the harvest period is characterised by lower prices due 
to influx of agricultural produce into the market. Those who want to dispose of 
their produce at a higher price which is likely to prevail during the post-harvest 
period, may not be able to do so owing to immediate cash requirements for, 
inter alia, the payment of land revenue. This is particularly true in the case of 
small landholders. Secondly, a large number of cultivators who still live a 
hand-to-mouth existence have to run into debts in the case of a bad season not 
covered by remission rules. Thirdly, it is pointed out that, 

.. .when the (resettlement) process continues for years together and involves meticulous 
enquiry by a very large staff, to be followed by appeals against the assessmen ts which 
are reckoned in thousands, the inconvenience and expense to the ryots concerned is 
undoubtedly very considerable.2l 

But in view of the abandonment or postponement of the resettlements and the 
low pitch of assessments due to the large rise in agricultural prices, the incon- 


^ Standing Orders of the Board of Revenue, Land Revenue, Settlement and Miscella^ 
neous. Volume II. Government of Madras, 1958, pp. 19-20. In the case of Pollachi taluk 
m Coimbatore district, land revenue is divided into four equal instalments which are to 
be paid in the months of October, November. March and April, 

21 Report of the Indian Taxation Enquiry Committee, 1924-25, Volume I, 
op. cit., p, 69. 
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venience pointed out above is virtually insignificant. Further, it is obviously 
practicable to collect assessments during harvest time from the cultivators 
who are not generally thrift-oriented and whose incomes are not evenly spread 
over the entire year. 

6.3 Canon of Economy 

Every tax ought to be so contrived as both to take out and to keep out of 
the pockets of the people as little as possible over and above what it brings into 
the public treasury of the State.22 

This canon means that the cost of collection of a tax should not be so high as 
to eat up much of the collections. It is difficult to test land revenue against 
this canon, as the expenditure incurred in its collection forms part of the costs 
of general administration. Right from the collector down to the village patel, 
the administrative machinery is not merely confined to land revenue collection 
but performs a variety of other duties connected with general administration. 
As a result, the cost involved in the collection of land revenue cannot be separ- 
ately ascertained from the costs of general administration. All the same, the 
general impression is that the costs involved in the land revenue collection are 
not uneconomically high. Almost all the State Governments in their memoranda 
submitted to the Taxation Enquiry Commission, 1953-54, have stated that the 
costs involved in the collection of land revenue are not considerable, especially 
in view of the onerous burdens the revenue officials have to carry at present. This 
feature incidentally meets the test of the canon of economy which envisages 
not least spending but wise spending on tax collection. The land revenue col- 
lecting machinery enjoys, by and large, a fairly good reputation for its efficiency 
in so far as the collection is concerned, in spite of its being saddled with multi- 
farious developmental activities. The Government of Bombay in its Memo- 
randum submitted to the Taxation Enquiry Commission, 1953-54, observed: 

This basic structure of the administration ( of land revenue ) is so ancient and 
well understood that it yields a very high degree of efficiency with very little conscious 
effort on the part of the individual constituents of the structure. In fact, as a 
system as a whole it leaves very little to be desired nor does it admit of the possi- 
bility of a better structural alternative . It fixes the demand on every bit of land 
from every individual with complete certainty and ensures almost a house to house 
and plot to plot recovery of every single pie due. . . Administrative expenditure of a recurrent 
nature may be estimated at Rs. 1 * 3 crores or about 20 per cent of the total Land 
Revenue Demand. This high proportion of expenditure in relation to revenue is 
inevitable to an economic system which guarantees private proprietorship in land 
to lakhs of occupants and their successors through the maintenance of up-to-date 
Records of Rights about each individual piece of land or survey number over an 
area of more than 462 lakh acres. . . .The Revenue Establishment is made almost 


22 Adam Smith, op, cit,, p. 308. 
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like the General Administrative Service providing direct contact between the Secretariat 
at the Capital of the State and the subjects spread out in millions to thousands of 
villages.2^ 

This passage makes it clear that the cost of collection of land revenue is only 
apparently high. The same is true in the case of the Madras State. The Madras 
Annual Report on the Settlement of Land Revenue for the year 1 959-60 reveals 
that the charges of general establishment (consisting of collectors and magist- 
rates, court of wards, treasury establishment, subdivisional establishment, and 
taluka establishment) amount to Rs. 166.89 lakhs for the year 1959-60, while 
the charges of village service establishment (comprising both ryotwari and 
proprietary village service establishment) are as much as Rs. 165.07 lakhs for the 
same year. Thus the total charges amount to Rs, 331.96 lakhs while the current 
demand under the land revenue and cesses is Rs. 703.58 lakhs. The Report 
further observes : 

The expenditure shown above does not relate solely to collection of Land Revenue. 
The Revenue Department is responsible for multifarious items of work of which 
collection ot land revenue is one. A considerable portion of the time of the 
Collectors and their subordinates is taken away by various schemes like National 
Extension Service, Local Development Works, Panchayat Development, Community 
Projects, National Savings Scheme, etc., and also other schemes relating to Rural 
Construction and Rural Welfare undertaken hy the Government as part of National 
Planning. The actual cost of collection of land revenue is, therefore, far less than 
the total expenditure shown above and the exact quantum cannot be assessed with 
any degree of accuracy. 

Land revenue is, of course, based on costly cadastral surveys and resettle- 
ments, and expensive maintenance of land records. But this is inevitable as long 
as the institution of peasant proprietorship continues to exist, necessitating a 
constant safeguard of the interests of landholders from illegal encroachments. 
Moreover, as already noted, resettlements are either abandoned (as in Madras) 
or postponed (as in Bombay), and hence the costs of resettlements are of no 
significance at present. It may therefore be concluded that land revenue 
largely satisfies the canon of economy, 

7. Concluding Observations 

The various canons discussed above often necessitate contradictory measures 
in practice and our endeavours should be to achieve a tax policy as closely 
approximating to these principles as possible. 


Report of the Taxation Enquiry Commission, 1953-54, Volume IV (Evidence), 
Part in. Government of India, 1958, p,216. ^ 

Report on the Settlement of Land Revenue of the Districts in the Madras State 
for Fasti 1369 ( 1959-60), Government of Madras, 1962, pp. 15-16, 

.. 12 .. 
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Just how far this will prove feasible often does not depend on fiscal factors proper, 

such as the tax system itself, the kind of taxes, the methods of levying them, ete., 

but upon given technical, cultural and juridical conditions. ^5 

The foregoing analysis of land revenue enables us to list its merits and deme- 
rits as follows: 

7.1 Merits of Land Revenue 

(i) Land revenue owing to its seniority among taxes, and owing to the people’s 
age-long familiarity with it, enjoys administrative advantages like certainty, 
convenience and economy on the one hand, and financial advantage of being 
a major source of revenue on the other. 

(fz) Land revenue possesses the unique advantage of not being disincentive 
to agricultural production (unless, of course, it is extraordinarily exorbitant) 
as it falls on an industry which is primarily a way of living with the mass of 
agriculturists, who do not either relax their effort or easily abandon cultivation. 

These are the chief and only merits which land revenue possesses. 

7.2 Demerits of Land Revenue 

{i) The very fixation of land revenue assessment tends to be arbitrary in 
practice (though in theory it looks methodical) and to that extent it remains 
unscientific. 

(if) Though land revenue is prima facie a proportional tax, it becomes regres- 
sive the moment it cuts into the subsistence income of small landholders and 
makes them bear relatively heavy burden. No rational, modern tax should suffer 
from this drawback. On the other hand, it allows large landowners to escape 
their due payments; this violates the principle of ability-to-pay and fails to 
subserve the cause of development finance. 

(in) The most intractable feature of land revenue is its rigidity. To put up 
with such a static feature of this tax is not consistent with the present frantic 
search for tax resources. 

(zv) Added to the shortcomings of land revenue pointed above are the de- 
fects inherent in the cadastral system itself. The cadastral survey, as seen earlier, 
is necessarily an expensive and time-consuming process with the result that 
the different regions are assessed at different times in different conditions. This 
leads to a wide disparity of rates within the State as well as among the States. 
These limitations have to be borne in mind in all attempts at land revenue 


25 Adolf Wagner, Three Extracts on Public Finance ”, Classics in the Theory 
of Public Finance, op. cit., p. 11 
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reform. The next problem is how to evolve suitable criteria to judge a 
particular land revenue system as most appropriate and desirable in the 
context of planned economic development. 

8. A Definition of Land Revenue System 

In view of the conclusions listed above, an appropriate land revenue system 
may be defined as one which comprises a rational basis of assessment, is free 
from regressivity, possesses progressivity and productivity, inheres flexi- 
bility, and falls similarly on similarly situated cultivators throughout the 
State. 

Rational basis of assessment means that land revenue should fall only on the 
net income of the cultivators excluding all those who possess very small holdings. 
Land revenue should not only be not regressive but progressive enough to 
subserve the cause of equity and productivity. Here it may be explained that 
the exclusion of landholders possessing, say, below one Standard Acre (which 
will be explained later) need not tell upon productivity, if the rate-structure is 
productivity-oriented on the remaining holdings. Land revenue should also be 
flexible enough to respond to the changing economic factors. Finally, it should 
be uniformly levied on the cultivators situated in similar circumstances relat- 
ing to the ownership of land. 

It may be further added that these ideal requisites'^ of land revenue need 
not be conceived as rigid goals, but may be liberally moulded into a pattern by 
which the process of levying land revenue will be set in the direction of the 
objectives of planned development. This, in the writer’s view, should serve as 
the basic approach for reconstructing the land revenue system that is 
essential for our Welfare State. 


^ In fact, these are the essential requisites of any good fax. 



Chapter 6 


CHANGING FISCAL SIGNIFICANCE OF LAND REVENUE 

1. Introduction 

In. the foregoing chapters the development of the Raiyatwari land revenue 
system in Madras and Bombay has been traced in some detail The nature of 
land revenue has been examined, and its structural defects have been analysed 
so as to emphasise the need for land revenue reform. We now proceed to pin- 
point the static state of land revenue in India, and put forward a case from a 
different point of view for reactivating this frozen tax. The present chapter 
attempts to bring out the fiscal significance of land revenue in India. For this 
purpose the trends in the fiscal position of land revenue in the Madras and 
Bombay States are first analysed in some detail from 1938-39 to 1959-60. 
Next, the trends in the aggregate receipts of land revenue of all the States and 
the place of land revenue in the overall revenue of the Centre and States, are 
examined for the same period. 

2. Land Revenue in the Fiscal System of the Madras State 

The analysis of the trends of land revenue runs on the following lines. First, 
the main variations in the land revenue yield in different years are explained. 
Secondly, the percentage of land revenue to the total tax revenue and the total 
revenue of the State are examined. Thirdly, the increase of land revenue is 
compared with that of other taxes as well as the total revenue of the State. As 
the composite Madras State was divided into Andhra and Madras in 1953 
and as the latter was again reorganised in 1956, the comparison of land revenue 
receipts is confined to the relevant periods. 

Table 3 (Statistical Appendix) shows the trends of land revenue receipts in 
the fiscal system of the Madras State. In 1938-39 the total amount of land re- 
venue was Rs. 513-37 lakhs, while it was Rs. 600.16 lakhs in 1952-53. The 
increase in land revenue since 1949-50 was mainly due to the abolition of the 
Zamindari by the Estate Abolition Act, 1948, and the subsequent conversion 
of those territories into Raiyatwari areas. The land revenue for the year 1953-54 
was the sum of the revenue of the composite Madras for the first six months 
and the revenue of the Madras State (after Andhra partition) for the remaining 
six months.^ For the years 1954-55 and 1955-56 land revenue was Rs. 426-36 
and Rs. 431-83 lakhs respectively. Owing to the States’ Reorganisation in 


1 The Composite "Madras State had 26 districts and after Andhra partition i, 
consisted of only 14 districts. 
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1956 the Madras State lost two districts, vzz., Malabar and South Canara, to 
Kerala and Mysore respectively, and gained the Kanaykumari district and the 
Shencottah taluk (merged in Tirunelveli district) from the Kerala State. The 
increase of land revenue in 1956-57 was mainly due to the Madras Land Revenue 
(Surcharge) Act, 1954, and the Madras Land Revenue (Additional Surcharge) 
Act, 1955.^ The increase in land revenue in 1957-58 was chiefly due to larger 
receipts (about Rs. 52 lakhs more than the previous year) from ex-Zamindari 
estates and the collection of the arrears of ordinary Raiyatwari revenue. The 
increase in the receipts from the management of ex-Zamindari estates was due 
to the collection of the arrears on account of the adverse effects of the 1955 
cyclone and also due to regularisation of the assignments made by the land- 
holders. The decrease of land revenue in 1958-59 was the result of (a) lower 
recieipts from the ex-Zamindari estates, (b) a larger deduction under the head, 
“Portion of Land Revenue due to Irrigation”, and (c) the repeal of the Madras 
Land Revenue Surcharge Act, 1954, consequent upon the passing of the Madras 
Plantations Agricultural Incometax (Amendment) Act, 1955, (Act XXIX of 1958). 
In 1959-60 the increase of land revenue was due to better collections mainly under 
the head, “Raiyatwari and Miscellaneous”, and the receipts under the Inams 
Assessment Act (Act XL of 1956) which could not be implemented earlier 
owing to procedural difficulties. All the important variations in the land 
revenue receipts have been explained above. The other annual variations were 
mainly due to the policy of remissions and suspensions, the recovery of arr- 
ears in good years, the variations in the revenue under miscellaneous items, 
and the steady increase in the land under cultivation. 

We may now examine the place of land revenue in the fiscal system of the 
Madras State. While land revenue in 1938-39 was 43.65 per cent of the total 
own-tax revenue, 42-83 per cent of total tax levenue and 31-82 per cent of 
total revenue on revenue account, in 1947-48 it was 16-52 per cent, 14* 16 per 
cent and 10.46 per cent respectively. This reveals that by 1947-48 the fiscal 
stature of land revenue was reduced to one-third of what it was in 1938-39. 
In 1950-51 the position of land revenue had slightly improved owing to the 
abolition of Zamindari estates under the Estates Abolition Act of 1948, 
but its position has been declining steadily since then. In 1959-60 land revenue 
receipts constituted 13*25 per cent of total own-tax revenue, 9*64 per cent of 
total tax revenue and only 6*04 per cent of total revenue on revenue account. 

While the total revenue on revenue account went up from Rs. 1,613 *45 lakhs 
in 1938-39 to Rs. 5,842*32 lakhs in 1952-53, land revenue increased from 
Rs.5i3'37 lakhs in 1938-39 to Rs.600T6 lakhs in 1952-53. Even this increase was, 


2 The realisation of revenue under these Acts started only from 1956-57; vide 
Detailed Budget Estimates of Revenue for the Madras State foj the years 1956-57 to 
1958-59. 
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as noted earlier, due to the abolition of Zamindari system. The post-partition 
period also shows a steep rise in the total revenue and only a negligible rise in 
the land revenue. The total revenue rose from Rs. 4,332*88 lakhs in 1954-55 to 
Rs. 8,110*66 lakhs in 1959-60, almost one hundred per cent increase, whereas 
the land revenue increased from Rs. 425*36 lakhs in 1954-55 to Rs. 489*67 
lakhs in 1959-60, which is insignificant. All this indicates that, while land revenue 
remained virtually static, the other taxes as well as the non-tax sources swelled 
the budget with their growing yields. Table 4 (Statistical Appendix) shows the 
trends in the revenue of other taxes in contrast with the trends in land revenue. 
The revenue under State excise duties has been drastically reduced to almost 
a negligible sum owing to the policy of prohibition. But the revenue receipts 
under other taxes, viz., Stamps, Motor Vehicles Tax, Registrastion, and 
General Sales Tax, have enonnously increased, the revenue under the latter 
being the most important of them. It will also be clear from Table 4 that the 
revenue from the Centrally shared taxes has been rapidly going up due to larger 
icceipts under income-tax and the sharing of union excise duties, estate duty 
and taxes on railway fares since 1952-53, 1954-55 and 1957-58 respectively. 
The snail’s pace of land revenue thus makes a glaring contrast with the long and 
rapid strides of other taxes. 

There is another factor which is to be norne in mind. Though there has been 
an increase in the land revenue due to the conversion of Zamindari estates, 
there has also been a corresponding increase in the expenditure under this head 
due to the compensation being paid to Zamindars, with the result that the in- 
crease is more apparent than real. A sum of Rs. 10 lakhs was being credited 
every year to the Zamindari Abolition Fund till 1957-58, which had been in- 
creased to Rs. 75 lakhs since 1958-59. 

It is clear from ail this that the land revenue in the Madras State has remaind 
relatively static and that its fiscal position has been declining gradually* 

3. Land Revenue in the Fiscal System of the Bombay State 

Table 5 (Statistical Appendix) shows the trends of land revenue in the former 
Bombay State. In 1938-39 land revenue was Rs. 354*62 lakhs which remained 
almost unchanged till 1949-50. The increase of land revenue in 1942-43 was 
due to the steep rise in agricultural prices, which resulted in unusually large 
collection both of current land revenue and of arrears. The large increase of 
land revenue in 1949-50 was mainly due to the additional receipts from the 
merged princely States such as Baroda and Kolhapur. The further rise of land 
revenue in 1950-51 was largely on account of better collections. The slight 
decline of land revenue in 1951-52 and 1952-53 was due to remissions and 
suspensions given in view of scarcity conditions that ^prevailed in several di- 
stricts of the State. The increase of land revenue in 1953-54 and 1954-55 was 
chiefly due to the incfusion of the revenue of some Jagiri villages, abolition 
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of certain special and inam tenures, grant of unassessed lands, imposition of 
non-agricultural assessment on agricultural lands converted to non-agricultural 
use, levy of non-agricultural assessment on newly disposed of village site lands, 
revision of non-agricultural assessment, and so on^. The increase of revenue was 
also due to good crops and larger recoveries from survey and settlement charges. 
The revised estimate of land revenue in 1955-56 and its budget estimate in 
1956-57 were based on the progress of actuals. Owing to the reorganisation of 
the State on 1st November 1956 the ‘accounts’ for these years were not given. 
In 1957-58 the land I'eveniie was more than twice that of the previous year. 
This was due to the addition of Saurashtra, Kutch, Vidarbha and Marathwada 
regions as a result of the States’ Reorganisation. Owing to the existence of 
heavy assessments, Saurashtra alone contributed a considerable share to the 
total land revenue of the State. The increase of revenue in 1957-58 was also 
due to better collections of ordinary revenue and increased receipts from items 
of miscellaneous land revenue such as quarry fees, etc. The decline of land 
revenue in 1958-59 was partly due to poor collections and partly due to a lower 
yield from miscellaneous items, the revenue of which fluctuates from year to 
year. The further decline in 1959-60 was due to the reduction in the rates of ass- 
essment in some areas of the State.^ 

The foregoing analysis makes it clear that the receipts of land revenue in- 
creased from Rs. 354*62 lakhs in 1938-39 to Rs. 729 *42 lakhs in 1956-57 mainly 
due to the addition of territories and abolition of certain non-Raiyatwari 
tenures, and that the same was true in the post-Reorganisation period also. 

Now, let us examine the place of land revenue in the fiscal system of the 
Bombay State. In 1938-39 land levenue constituted 38*86 per cent of the State, 
own-tax revenue, 37 * 63 per cent of total tax revenue and 28*49 per cent of total 
revenue, but by 1948-49 the penentages declined to 13*87, 10* 12 and 7 *47 
respectively. In 1949-50 the percentages of land revenue to total tax revenue 
and total revenue had gone up owing to the merger of princely states, in the 
fiscal system of which the land revenue occupied a dominant position. The 
fiscal position of land revenue remained more or less the same during the period 
1949-50 to 1956-57. In 1957-58 its position had slightly improved again due to 
the merger of territories as a result of the States’ Reorganisation, but it steadily 
declined thereafter. This again implies that the land revenue had a dominant 
position in the fiscal systems of the merged areas. In 1959-60 land revenue was 
15*56 per cent of own-tax revenue, 11*02 per cent of total tax revenue and 
7*67 per cent of total revenue of the State. 


3 The Land Revenue Annual Administration Report for the yea^* 1653-54, Government 
of Bombay, 1956, p. 4, Also vide the Report for the year 1954-5i5, 1957, p. 4. 

4 Vide, Report on Currency and Finance^ 1958-59, Reserve Bank of India, Bombay, 
1959, p. 65, 
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While the total revemie rose from Rs. 1,244.59 lakhs in 1938-39 to Rs, 
7,810,08 lakhs in 1956-57 (i. e. more than six times), it increased from Rs, 
354.62 lakhs in 1938-39 to Rs. 729.42 lakhs in 1956-57 (i. e. it more than doubled 
itself). Again, while the total revenue increased from Rs. 12,835.31 lakhs in 
1957-58 to Rs. 14,993.65 lakhs in 1959-60, land revenue declined (for the rea- 
sons noted earlier) from Rs. 1,474.71 lakhs in 1957-58 to Rs. 1,149.83 lakhs 
in 1959-60. The foregoing analysis makes it clear that the land revenue has 
all along been stagnant whereas the revenue under other taxes and the non- 
tax revenue have been rapidly increasing. Table 6 shows the trends in the re- 
ceipts of other taxes in contrast with those of land revenue. Owing to the policy 
of prohibition the revenue under State excises has declined considerably. 
The rise in this revenue during 1957-58 was due to the merger of the non- 
prohibition areas. The decline in the revenue in 1958-59 was due to the fall in 
consumption consequent upon the closure of certain country liquor shops 
whose licences were either suspended or cancelled in Marathwada. The further 
decrease in 1959-60 was due to the introduction of prohibition in the merged 
parts of the new State, and the drug control in the entire area of the State. 
The rise in the revenue under Stamps and Registration has been approximately 
the same as that of land revenue. But the receipts under taxes on vehicles, 
sales tax, and other taxes and duties have enormously increased. The revenue 
under centrally shared taxes also has increased by leaps owing to the same rea* 
sons given in the case of Madras. In contrast with these taxes land revenue 
can be said to have remained almost unchanged, the apparent increase being 
mainly due to the addition of territories and abolition of non-Raiyatwari 
tenures. 

The analysis of the fiscal position of the land revenue in Madras and Bombay 
largely holds good in the case of other States also. This will be clear from the 
following study of the trends in the aggregate amount of the land revenue of 
the States as a whole. 

4. Aggregate Land Revenue in India 

An attempt is made in this section to throw light on the movements of the 
aggregate land revenue of all the States for the period 1938-39 to 1959-60, 
and on the place of land revenue in the total tax revenue and the total revenue 
of all the States as well as the States and the Centre put together. Table 2 
(statistical Appendix) shows the trends of the aggregate land revenue of all 
the states. The figures for the period 1938-39 to 1949-50 relate to the former 
Provinces, viz., Madras, Bombay, West Bengal, Uttar Pradesh, Punjab, Bihar, 
Madhya Pradesh, Assam and Orissa. For the years 1950-51 and 1951-52, the 
figures relate to Part A and Part B States as the accounts for Part C States are 
available only from 19S2-53. The figures from 1957-58 onwards include Jammu 
and Kashmir also. 
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At first glance it will be seen that land revenue receipts rose four tunes during 
the period 1938-39 to 1959-60. But a closer study reveals that the increase was 
mostly due to the addition of territories and abolition of intermediaries. During 
the period 1938-39 to 1949-50 land revenue did not very considerably. The 
land revenue in 1947-48 was for the period i5th August 1947 to 31st March 
1948 only. The total land revenue of Part A and Part B States was Rs. 4,957 and 
Rs, 4,799 lakhs in 1950-51 and 1951-52 respectively. The increase in land revenue 
during these years was also attributable to the merger of the former princely 
States as noted in the previous sections. The Taxation Enquiry Commission, 
1953-54, observes : 

, , « there has been the integration of the former princely States with India and the 
merger of their areas, some with Part A States and some into Part B and Part C States. An 
idea of the magnitude of the change can be had from the fact that as a result of the 
application of various merger and integration schemes : 

(a) 227 States covering an area of 3,27,221 square miles with a population of 67*8 
millions have been integrated in Unions of States ( Part B States ) ; 

(b) 216 States covering an area of 1,08.739 square miles with a population of 19.155 
millions have been merged in Provinces ( Part A States ) ; and 

(c) 61 States covering an area of 63,704 square miles with a population of 6*92 
millions have been taken over as centrally administered areas ( Part C States )5 

The rise in land revenue in 1952-53 was in consequence of the inclusion of 
Part C States. The significant rise in land revenue in 1953-54 was due to the 
institution of land reforms, such as the abolition of non-Raiyatwari tenures 
in most of the States. It is needless to say that those states where Zamindari 
and Mahalwari systems were prevalent have significantly contributed to the 
rise in land revenue. The realisation of more revenues in consequence of the 
liquidation of intermediaries, which was significant in the initial period, has 
been continuing owing to the phased programme of regular survey and settle- 
ment operations which are being conducted at present. The further increase in 
land revenue in 1955-56 (revised estimate) and 1956-57 (budget estimate), 
for which ‘accounts’ are not given owing to States’ Reorganisation, was due 
to account having been taken of a number of measures, both proposed and en- 
forced, for instance, the imposition of surcharges on land revenue in Madras, 
Mysore, Andhra Pi*adesh and Punjab, the levy of assessments on certain comm- 
ercial crops in Andhra Pradesh and Mysore, the standardisation of land revenue 
assessments in Madhya Pradesh, the revision of land revenue in Madhya Bharat, 
the revision of land revenue records in Punjab, and the abolition of inara ten- 
ures in Madras and Bombay. Of course, some of these measures could not be 
implemented immediately but came into force much later. The delay in the imp- 


5 Report of the Taxation Enquiry Commission, 1953-54, Volum« III, op. dt,, p- 189. 
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lementation of these measures partly explains the decrease in land revenue in 
1957-58 (for the figures relating to the year 1956-57 are budget estimates) 
and their later enforcement partly accounts for the rise in the years 1958-59 
and 1959-60. Also the levy of special surcharges on land revenue and a case on 
certain commercial crops in Punjab, and the settlement of lands which were 
not taxed before in Orissa, had contributed to the rise in land revenue during 
this period. The increasing area of fallow land brought under cultivation also 
partly accounts for the steady increase of land revenue. The gradual increase in 
the total cropped area as given in the latest Indian Agricultural Statistics is 
shown in Table 2. 


Table 2 

INCREASE OF ARABLE LAND IN INDIA : 1946-47 to 1955-56 
( In million acres ) 


Year 

Gross sown 

area 

Gross sown 
area under 
total food 
crops 

Gross sown 
area under 
total non- 
food crops 

1946-47 

276-5* 

226-5 

49-7 

1947-48 

278-2 

228-8 

49-4 

1948-49 

277-4 

227-8 

49-6 

1949-50 

■321-2 

264-0 

57-2 

1950-51 

325-9 

264-6 

61-3 

1951-52 

329-2 

264-1 

65-1 

1952-53 

340-0 

274-5 

65-5 

1953-54 

351-9 

286-9 

65-0 

1954-55 

355-8 

285-1 

70-7 

1955-56 

362-6 

290-6 

72-0 


* Includes 0*3 million acres for which crop wise details are not available. 

Note : Figures include Jammu and Kashmir excluding Pakistan held areas. 

Source : Indian Agricultural Statistics, 1949-50, Volume II { Detailed Tables ),:1955. p. xxxiii 
and Indian Agriciilturai Statistics, 1954-55 and 1955-56, Volume II (Detailed Tables) 
1961, p.xvii, Directorate of Economics and Statistics, Ministry of Food and 
Agriculture, Government of India. 
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The main causes of the upward trend of land revenue are explained above. 
Annual variations have been due to the fluctuating nature of the revenue 
under the component items of land revenue as well as the policy of giving 
remissions and suspensions in bad years and recovering the arrears in good 
years. It may be useful to add here that the rise in land revenue was not 
so much due to the various measures taken in different States as to the 
merger of the former princely States and the liquidation of intermediaries. 

Now let us examine the place of land revenue in the total tax revenue and 
the total revenue of the States as well as the States and the Centre put together. 
In 1938-39 the land revenue of all the Provinces (excluding the North-West 
Frontier Province and Sind) constituted 43*05 percent of the total tax revenue 
and 32.00 per cent of total revenue of all the Provinces, whereas the corres- 
ponding percentages in 1949-50 were 13*47 per cent and 9*98 per cent respecti- 
vely (vide Table 2 Statistical Appendix). Since 1950-51 the percentage of land 
revenue to total tax revenue and total revenue of the States steadily increased 
till 1956-57, in which year the respective percentages stood at 25*27 and 16*24. 
Since 1957-58 the proportion of aggregate land revenue to the total tax revenue 
and the total revenue of all the States has been steadily declining owing to larger 
receipts under the tax and non-tax revenue. This latter has been mainly due to 
the recommendations of the Second Finance Commission and the introduction 
of a number of new taxes during that period. The proportion of land revenue 
to the total tax revenue and the total revenue of all the States in 1959-60 was 
16*48 per cent and 10*49 per cent respectively, despite the fact that the dominant 
position of land revenue has been gradually declining. 

The study of the percentages of land revenue to the total tax revenue, and the 
total revenue of the States and the Centre put together, also leads to similar 
results. It is interesting to note that the land revenue in 1959-60 was still 7.80 
per cent of the total tax revenue of the Centre and States, and 5*65 per cent of 
their total revenue. It is clear from all this that though the importance of 
land revenue has been steadily declining as a result of the enormous rise in the 
tax and non-tax revenues, it still occupies a conspicuous place not only in the 
total revenue of States but also in the total revenue of the Centre and States 
put together. The fiscal significance of land revenue is further underlined 
by the data presented in Table 3. According to the Central Statistical Organi- 
sation’s calculations, the proportion of total land revenue to the total direct 
taxes of the Centre, States and Local Bodies was 23*61 per cent in 1960-61. 
This indicates that the land revenue belongs to the group of those taxes which 
have immense fiscal significance. 

The foregoing analysis leads to the conclusion that since 1938-39 the total 
land revenue of the States has been increasing mainly due to the addition of 
territories and abolition of intermediaries, and that its percentage to the total 
revenue has been steadily declining due to the enormous rise in the tax and 
non-tax revenues. This reveals that the land revenue has all along remained 



100 


agricultural taxation 


Table 3 

PERCENTAGE OF LAND REVENUE TO TOTAL DIRECT TAXES 
( Rs. in crores ) 


Year 

Land revenue 
(1) 

Total direct 

taxes 

(2) 

Percentage of 

(l)fo(2) 

1948-49 

42 

239 

17-57 

1950-51 

52 

231 

22-51 

1952-53 

60 

248 

24-19 

1954-55 

70 

237 

29-54 

1956-57 

79 

293 

26-96 

1958-59 

85 

336 

25-30 

1960-61* 

89 

377 

23-61 


Preliminary 

Note : Figures in the Table relate to the Centre, States and Local Bodies. 

Source : Estimates of National Income, 1948-49 to 1960-61, Central Statistical Organisa- 
tion, Cabinet Secretariat. Government of India, February, 1962, p.IL 

Stationary except for the fact that there have been some stray attempts, such 
as the imposition of surcharges on land revenue, the levy of special assessments 
on commercial crops, etc. to realise more revenue under this tax. Further, the 
increase of land revenue due to the liquidation of intermediaries becomes 
mainly a statistical rise if the increase in expenditure under land revenue, 
consequent upon the payment of compensation, is taken into account. Table 4 
shows the magnitude of compensation payable and paid to the intermediaries 
in different States. 

The increase in land revenue since 1950-51 till now is approximately Rs.50 
crores, whereas the compensation paid to the intermediaries during the same 
period amounts to Rs. 216 crores.^ The unpaid amount is as much as 
Rs. 423*94 crores. In view of all this one cannot but conclude that land revenue 
has remained passive and has not subserved the cause of development finance. 
The factors contributing to the static state of land revenue are obvious. As one 


6 The comparison here is only in broad terms. The writer is aware that the increase 
in land revenue is neither entirely due to the abolition of intermediaries nor is the amount 
paid purely a compensation as it includes the rehabilitation grant also. 
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Table 4 

COMPENSATION PAYABLE AND PAID FOR ABOLITION OF INTERMEDIARIES 

( Rs. in crores ) 


State 

Compensation and 
rehabilitation 
grant payable 

Amount paid 
( to date ) 

Andhra Pradesh 

17-57 

14-87 

Assam 

5-00 

0-38 

Bihar 

238-98 

14-79 

Gujarat and Maha- 

' 


rashtra 

12-22 

4-49 

Kerala 

0-20 

— 

Madhya Pradesh 

22-10 

13-57 

Madras 

7-16 

6-24 

Mysore 

3-90 

1-07 

Orissa 

8-25 

2-23 

Rajasthan 

50-31 

26-03 

Uttar Pradesh 

198-36 

119-29 

West Begal 

70-00 

7-15 

Total 

639-57 

215-63 


Source : India, 1962, Publications Division, Ministry of Information and Broad- 
casting, Government of India, 1962, p. 246. 

writer rightly points out, "‘No labour need be wasted in search of the causes 
of the inelasticity of the land tax ; the rigidity of rate structure and the inflexibility 
of the tax base, area of the land, are obvious reasons for this inelasticity.”^ 
It is needless to say that the postponement of revision settlements has further 
contributed to the inelasticity of land revenue. 

Now, the question arises whether it is desirable to allow such an important 
tax to remain passive for ail time to come. Our economy has changed from one 
exploited by alien rulers to one subject to planned development after Indc« 
pendence. Again, agricultural prices have risen steeply since the war so as to 
warrant an enhancement of land revenue rates. Further, it is highly necessary 
to readjust the incidence of land revenue in the context of the egalitarian 
ideals of our tax policy. A detailed discussion of these issues will constitute the 
subject matter of the following two chapters. 


7 G. S. Sahota, Indian Tax Structure ami Economic Development, Institute of Econo- 
mic Growth, Delhi, 1961 , p. 52. 
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THE CASE FOR ENHANCEMENT OF LAND REVENUE 

1 . Introduction 

We have seen in the last chapter that though land revenue has been gradually 
declining, it remains one of the major taxes contributing a sizable revenue to 
the exchequer. It has also been observed that land revenue has all along re- 
mained passive, and has not subserved the cause of development finance. In 
the present chapter an attempt is made to find out the grounds on which land 
revenue needs to be reactivated so as to make it contribute its due share to the 
financing of planned progress. The need to realise more i*evenue under this 
source derives its significance from the magnitude of financial resources re- 
quired to fulfil the objectives of current planning.^ The present enquiry, there- 
fore, needs to be prefaced by a brief outline of the fiscal needs of India in the 
context of planned economic development, 

2. Indians Fiscal Needs in the Context of Planned Development 

The fiscal system of a country serves as a lever by which the Government is 
enabled to impart such pressures and motions as are required to overcome the 
forces of resistance to the growth of the economy and to smoothen the path of 
economic and social development. The objectives of the economic and 
social system of a country, therefore, have a direct bearing on those of the 
fiscal structure. The latter comprises two series of income transfers, one from 
the individuals to public bodies mainly through taxation, and the other from 
public bodies to the individuals through public expenditure. Tax ideals in the 
ultimate analysis are, therefore, moulded by the objectives of the social and 
economic system under which a community desires to live. 

After Independence the National Government pledged itself to the objective 
of promoting 

a rapid rise in the standard of living of the people by efficient exploitation of the resources 
of the country, increasing production, and offering opportunities to all for employment in 
the service of the community.2 

With the establishment of the Planning Commission in March 1950, 
India entered upon the gigantic task of planned economic development. 
The objectives and targets of all the Five Year Plans have necessitated a 
sustained effort toward mobilising additional resources, in which task 
additional taxation has played no mean part. 

1 There exists a school of thought which criticises the present planning as ineffective 
and loose. A discussion on the desirable pattern of planning is beyond the scope of the 
present study. It is for the student of planning to suggest either a completely different 
set-up of the planning, or ways and means of rectifying the defects of the present planning. 
In either case the need to mobilise enormous revenues to implement the Plans is indisputable . 

2 The First Five Yeaf Plan, Planning Commission, Government of India, 1951, p. U 
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Table 5 

YIELD FROM ADDITIONAL TAXATION, INCLUDING MEASURES FOR RAISING 
THE SURPLUS OF PUBLIC ENTERPRISES OVER THE TEIiRD PLAN PERIOD 

( Fourth Five Year Plan Draft Outline, p. 78 ) 


Total receipts over 
Third Plan 

( Rs, Crores ) 
Yield from 
additional taxation 

A. Central taxes 

( a ) Income and Corporation taxes 

2433 

303 

(b) Union Excises 

3481 

1020 

(c) Customs 

1722 

690 

( d ) Wealth tax, expenditure tax, estate 

duty and gift tax 

88 

19 

(e) Other taxes and duties 

101 

10 

Total 

7825 

2042 

Railway fares and freights 

2848 

211 

Postal revenue* 

281 

17 

Total A 

2270 

B. States 

Agricultural income tax 

50 

7 

Land revenue 

559 

50 

Irrigation rates 

170(«) 

24 

State excise duties 

370 

36 

Stamps and registration 

303 

49 

Taxes on motor vehicles, and passengers 

and goods 

349 

93 

General sales tax 

985 

157 

Inter-state sales tax 

240 

74 

Sales tax on motor spirit 

120 

17 

Entertainment tax 

114 

19 

Electricity duty 

129 

46 

Changes in electricity tariff and charges 

of public transport undertakings 

## 

17 

Others 

98 

21 


■ — 

■ — 

Total B 

3487** 

610 

Grand Total ( A + B ) 


2880 


* All receipts excluding miscellaneous receipts 


G) Gross receipts 

** Gross receipts from electricity tariffs and charges of transport undertakings in the 
public sector not available. 
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Table 6 

ESTIMATES OF FINANCIAL RESOURCES 
( Fourth Five Year Plan — Draft Outline, p. 80 ) ( Rs. Crores ) 


Third Plan Fourth Plan 

Centre States Total Centre States Total 


Balance from current revenues at 
p're-pian rates of taxation -650 

Contribution of railways on the basis 
of pre-plan rates of fares and freight 
charges 80 

Surplus of other public enterprises 
on the basis of pre-plan prices of 
products 290 

Loans from public ( net ) 420 

Small savings 220 

Unfunded debt ( net ) 240 

Compulsory deposits and annuity 
deposits ( net ) 115 

Miscellaneous capital receipts (net) 505 

Budgetary receipts corresponding to 
external credits— 

(a) Other than those under PL 480 1575 

(b) PL 480 aid 880 

Additional taxation of domestic 
resources 2270 


(a) measures adopted in 1966-67 

(b) further measures to be adopted 
in remaining period of the 
Fourth Plan. 


180 

-470 

2060 

920 

3010 

— 

80 

260 

— 

260 

105 

395 

760 

323 

1035 

495 

915 

700 

800 

1500 

365 

585 

360 

640 

1000 

100 

340 

400 

165 

565 

— 

115 

150 

— 

150 

■320 

185* 

1330 

-665 

665 



1575 

4340** 

— 

4340** 

~~ 

880 

360*’' 

— 

360^* 

610 

2880 

1745 

985 

2730 



805 

125 

930 


1100 700 1800 


(c) adjustment for accrual of re- 
sources to States on account of 
additional taxation undertaken 

by the centre in 1966-67 — 160 4-160 — 

Deficit financing 1025 125 1150 — — — 

Aggregate resources 6970 1660 8630 12580 3420 16,000 


Inclusive of receipts from Steel Equalization Fund. 

** These figures are .at the new rate of exchange. Consequently they are not compa- 
rable with the figures of the Third Plan period which are in terms of the pre- 
devaluation rupee. 
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“The effort to mobilise public revenues for enlarging public savings and adequate 
financing of essential public expenditures has been very large and increasing over the 
plan years. This is particularly evident in the trend of tax receipts to national income* 
which has increased from 6-6 per cent in I950~'51 to 9-6 per cent in 1960-61; and 14 per cent 
in 1965-66. The tax system has, further, undergone changes which have given it a 
measure of built-in elasticity with respect to increases in domestic production and national 
income. Even at existing rates of taxation and coverage, the ratio of tax yields to 
national income will be of the order of 15 per cent by the end of the Fourth Plan Period. 
And with the additional measures of taxation that will be needed in the Fourth Plan 
period, this ratio is expected to rise to about 17 per cent.^ 

While the targets for additional taxation in the Third Plan were more 
than fulfilled, the enormous increase in defence expenditure consequent 
upon the Chinese aggression made unexpected demands on our financial 
and real resources, so that deficit financing of the order of Rs. 1,150 crores 
had to be resorted to.^ The Fourth Five Year Plan strategy is explicitly 
based upon the necessity for ensuring price stability and avoidance of 
inflation,® so that the draft upon the non-inflationary resource of taxation 
will have to be even more drastic. 

The fiscal performance of the Third Plan and financial estimates for the 
Fourth Plan are given in Tables 5 and 6 below : 

The declared objective of price stability and avoidance of inflation makes 
it imperatively necessary that increasing reliance should be placed on 
additional taxation. The Planning Commission envisages a considerable 
increase in the agricultural incomes in the Fourth Plan and observes : 

In the last year or so, some states have imposed additional agricultural 
taxation by way of surcharges on land revenue, higher irrigation charges, 
surcharges on commercial crops, and so forth. Taking all these types of 
measures together, it is imperative to add to the effort which has been ini- 
tiated in a modest way. Either through revisions of land revenue rates or 
through adjustment in irrigation charges, or by levy of special surcharges on 
commercial crops, substantial resources can be mobilised in the remaining 
years of the plan.”® 

In spite of this, the current trend is toward abolition of land revenue ! 


^ Fourth Five Year Plan— A Draft Outline, Government of India, Planning Commi- 
ssion, 1966; p. 15, 

^ op, cit. p. 79 

5 op, cit, p. 16. 

6 Fourth Five Year Plan - Draft Outline, Government of India, Planning Commission, 
1966. p 87. 


.. 14 *, 
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3. Case for Enhancement of Land Revenue 

The context of planning and the conclusions arrived at in the previous 
chapter constitute sufficient grounds to render laud revenue more productive- 
But it is necessary to go deeper into the matter and analyse various economic 
factors in order to ascertain on what specific grounds the enhancement of 
land revenue rates is justifiable, and how the increased burden can be equitably 
distributed. 

The case for enhancing land revenue rates can be argued from the following 
six points of view. 

Firstly, the case to enhance land revenue rates can be said to exist if we are 
able to prove that the prices of agricultural commodities have shot up far 
above the prices used in the fixation of assessment rates at the beginning of 
the current settlements and that such an increase is not accompanied by corres- 
ponding rise in the agriculturist’s cost of living and cost of cultivation; in 
other words, real incomes of cvltivators should have gone up to warrant an 
increase of land revenue rates. 

Secondly, irrespective of the increase in real incomes, if money incomes go 
up due to steep price-rise and if the existing land revenue rates are not already 
burdensome, then the land revenue rates can be enhanced as an anti-inflationary 
measure. 

Thirdly, if the incidence of total tax burden on the rural sector is lower 
than that on the urban sector, tax justice requires that the former must be made 
to contribute its due share to the development finance, and that as a step in 
that direction, the land revenue rates will have to be enhanced. 

. Fourthly, we are supposed to have increased our national income and per 
capita income. If this increased income is distributed over various groups and 
accrues to agriculturists also, they should reasonably be made to pay more in 
the form of taxation. Land revenue being the principal tax on them, naturally 
its rates will have to be increased. 

Fifthly, if the objective of industriaUsation gains priority over the objective 
of agricultural development, then the former has to be fostered even at the 
cost of the latter, which requires channellising resources from the agricultural 
sector to the urban sector at least in the initial period of development. Of 
course, in the long run, these two sectors are not contradictory but comple- 
mentary. Hence, if we opt for rapid industriahsation even at the cost of the 
agricultural sector, then also the latter has to bear a heavier burden than it 
can normally hear. 

Sixthly, if the Government is spending enormous amounts on the agricultural 
sector, for instance, on rural electrification, irrigation, soil conservation, land 
reclamation, supply of fertilisers and improved seeds, etc., it is also justified 
in increasing land revenue rates in order to meet the growing need of supplying 
the agricultural requisites and overheads. 

Now let us analyse and examine these arguments one by one. Our analysis 
has special reference to the States of Madras and Bombay. 
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4. Rise of Prices 

Uader this argument our main concern is to ascertain whether real incomes 
of cultivators have gone up. The real incomes of cultivators increase if the 
production increases while the prices remain the same, or if the prices received 
by the cultivators rise more than those paid by thein while the level of production 
remains unaltered, or if both the prices and production increase. Since the 
change in the per acre yield of certain important agricultural commodities 
in the pre-war and current periods is not considerable^ (despite the fact that 
the per acre yield has been steadily increasing during the last decade), our 
attention is confined only to the changes in the prices of agricultural com- 
modities, cost of living and cost of cultivation. 

4.1 Price Change in the Madras State 

The index numbers of the prices of agricultural commodities in the Madras 
State are shown in Table 7. The figures given in the table reveal that the prices 
of foodgrains and commercial products have risen sharply, barring the 

Table 7 

INDEX NUMBERS OF WHOLESALE PRICES OF FOODGRAINS AND 
COMMERCIAL PRODUCTS IN MADRAS STATE 

(Base : Prices on 21st August 1939 = 100) 


Year 

Foodgrains 

Commercial 

products 

1952 

407 

507 

1953 

436 

566 

1954 

442 

446 

1955 

377 

414 

1956 

460 

479 

1957 

494 

490 

1958 

515 

491 

1959 

514 

549 

1960 

582 

608 


Sources :( 1 ) Abstract of Statistics for Madras State for the Quarter ended 30/A September 
1957, Volume II. No. 3, Government of Madras, 1959, p. 47, 

( 2 ) Abstract of Statistics for Madras State for the Quarter ended 31i'/ December 
1961, Volume VI, No. 4, Government of Madras, 1962, p. 52. 

■^Vide, Area, Production and Yield Per Acre of forecast Crops, 1949-50 to 1959-60, 
Directorate of Economics and Statistics, Ministry of Food and Agriculture, Government of 
India, 1960, and, Average Yield Per Acre of Principal Crops in India, 1937-38—1946-47, 
Directorate of Economics and Statistics, Ministry of Agriculture, Government of India, 1950. 
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year 1955 when the index numbers for both the commodities were at thei^ 
lowest level. The index numbers for foodgrains and commercial products were 
582 and 608 respectively in 1960. Thus, approximately the prices of agricultural 
oommodities have gone up six times since 1939. 

Let us also have a look at the actual fann ("harvest) prices of certain important 
agricultural commodities in the Madras State since 1939. It is clear from Table 
8 that the prices of agricultural commodities excepting those of cotton rose 
four to six times by the year 1956-57. The prices after 1956-57 are still higher. 


Table 8 

FARM ( HARVEST ) PRICES IN MADRAS STATE 
C Rs. per standard maund ) 


Year 

Rice 

Jowar 

Cotton 

Groundnut 

1938-39 

3-97 

2-84 

17-87 

2-56 

1949-50 

12-81 

8-05 

34-66 

18-72 

1950-51 

12-81 

8-05 

38-28 

20-61 

1951-52 

13-20 

8-05 

33-62 

17-09 

1952-53 

13-22 

7-87 

29-06 

17-58 

1953-54 

19-69 

9-44 

25.25 

14-81 

1954-55 

17-41 

8-97 

30-12 

12-83 

1955-56 

17-91 

10-39 

( Unginned ) 
29-09 

13-19 

1956-57 

18-82 

11-76 

27-83 

16-37 

Times of in- 
crease over 

1938-39 

4-7 

4-1 

1-6 

6-4 


Source : Compiled from Agricultural Prices in India, 1957, 1958, 1959, 1960, Issued by the 
Economic and Statistical Adviser. Ministry of Food and Agriculture, Government 
of India. 


Thus the agricultural prices have gone up enormously presumably benefiting 
the agriculturists. But this conclusion holds good only if there is no corres- 
ponding increase in the cost of living and the cost of cultivation. Hence, it is 
necessary here to take into account the rise in the rural cost of living and the 
cost of cultivation. 

As for the rural cost of living, only a few States (Andhra, Madras and Kerala 
with the year ending June 1936, Assam with the year 1944, and Uttar Pradesh 
with the year ending June 1958 as bases) have been maintaining the consumer 
price index numbers for the rural population.® The average consumer price 
index number for eight important rural centres in the Madras State was 502'3 

8 Vide, A Guide to 'Consumer Price Index Numbers, Labour Bureau, Ministry of Labour 
and Employment, Govermnent of India, September 1960, Appendix 1, pp. 22-26. 
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in 1960, the base teing the year ended June 1936.^ The detailed consumer price 
iadex numbers for different rural centres are given in Table 9. Regarding the 
cost of cultivation, we have to content ourselves with scattered and indirect 
comparisons, as comprehensively comparable prices of fertilisers, implements 

Table 9 

INDEX NUMBERS OF RURAL PRICES FOR DIFFERENT CENTRES IN 

MADRAS STATE, 

(Base : Year Ended June 1936 = 100) 


Year 

South Arcot 

Tiruchi- 

rapalU 

Madurai 

Coim- 

batore 

Chmgkput 

Puliyiir 

A gar am Thula- 
yana- 
tham 

Eriodu 

Gokila- 

puram 

Kinathu- 

kadavu 

Giidu- 

van- 

cheri 

Kunn- 

athur 

1952 

449 

433 

469 

412 

441 

472 

482 

473 

1953 

464 

445 

481 

418 

436 

439 

498 

474 

1954 

435 

423 

457 

406 

417 

430 

468 

454 

1955 

361 

349 

All 

362 

382 

388 

365 

362 

1956 

436 

414 

416 

416 

406 

433 

400 

416 

1957 

455 

440 

466 

451 

414 

439 

414 

447 

1958 

468 

457 

470 

487 

436 

456 

441 

457 

1959 

500 

494 

478 

561 

487 

468 

471 

476 

1960 

500 

494 

499 

551 

458 

502 

514 

500 


Sources : (l) Abstract of Statistics for Madras State for the Quarter ended 3Qth Sept'- 
ember ^ 1957, Volume II, No. 3, Government of Madras, 1959, p. 60. 

(2) Abstract of Statistics for Madras State for the Quarter ended 3\st Dec- 
ember, 1961, Volume VI, No. 4, Government of Madras, 1962, p. 67. 

and bullocks, and agricultural wages for pre-war and current periods are 
deplorably lacking. In view of this difficulty an indirect method of ascertaining 
the rise in the prices of fertilisers and implements may be adopted. The all-India 
index numbers of semi-manufactures (which include leather, metals, oil-cakes, 
timber and coir yarn) and manufactures (which include metal products and 


9 The difference between the prices in 1936 and in 1939 is negligible, with the result 
that our comparison of the rise in agricultural prices since 1939 with the rise in cost of living 
since 1936 is not vitiated. The results arrived at by Dr. B. Natarajan in shifting the base of 
consumer price index numbers from 1936 to 1939 support our view. See, B. Natarajan, 
“ Agricultural Price Fixation in Madras State ”, The Indian Journal of Agricultural Eco^ 
nomics, Volume VI, Conference Number, Part 11, March 1951, p. 169. 
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chemicals like ammonium sulphate) were 439'5 and 415’9“ by March 1960, 
the base being August 1939. Since these two groups (i.e. semi-manufactures 
and manufactures) consist of other commodities also, the indices do not 
necessarily reflect the actual price changes in the commodities used for agricul- 
tural implements and fertilisers. Table 10 shows separate index figures for certain 
commodities required for implements and fertilisers. 

Table 10 

INDEX NUMBERS OF WHOLESALE PRICES OF CERTAIN COMMODITIES 
REQUIRED FOR IMPLEMENTS AND FERTILISERS 

( Base : August 1939 ) 


Year 

1960 March 

Pig Iron 

260 

Timber 

404 

Oilcakes 

593 

Leather 

411-3 

Year 

Coir yam 

Iron and 

Chemicals 

Ammonium 



steel 


sulphate 

1960 March 




{pool prices) 


433 

372 

292 

111 


Source ; index Number of Wholesale Prices in India for Week ended March 26, 1960, 
Volume XII, No. 13, Last Issue, Issued by the Office of the Economic Adviser 
to the Government of India, 1960, pp. 14-18. 

Leaving a certain margin for transport costs, etc. the figures given in Table 
10 can be taken as representative of the prices prevailing in the State of Madras. 
It is clear from Table 10 that while the prices of pig iron and ammonium 
sulphate have barely risen three times, the prices of timber, oilcakes and 
leather have increased four to six times. There is nothing heartening about the 
small increase in the prices of iron implements and fertilisers, as their supply 
is very scarce and only a few agriculturists secure them at market prices. The 
bulk of the agriculturists have to buy them in the black market at higher prices. 
It may therefore be concluded that the prices of fertilisers and implements 
have approximately increased as much as, if not higher than, the agricultural 
prices. 

Now, let us examine the rise in the prices of bullocks and agricultural wages. 
The prices of bullocks are available only from 1948, which are shown in Table 
11. As can be seen from the table, the prices of plough bullocks have remained 
almost the same during the period 1948 to 1958, while there is a rise in the 
price of agricultural commodities during that period. As for the agricultural 
wages, they have not been regularly recorded in most of the States till 1950. 


10 Vide, Table 33 below. 
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Statistics of wages paid to agricultural labour were, upto the begiuning of 1950, collected 
in one or two States in India including Bombay. But these statistics were not collected 
on a uniform method .... The Government of India have now instructed that statis- 
tics of wages of agricultural labour prevailing in selected villages in each State should be 
regularly collected on a uniform basis in the prescribed form since July 1950 and 
that the same should be published in the State Gazette.li 


Table 11 

PRICES OF PLOUGH BULLOCKS AND COWS IN MADRAS STATE 


Year 

Plough bullocks ( per 
pair ) Madras 
( Ranipet ) Class II 

4 to 6 teeth 

Rs. 

Cows ( per head ) 
Madras ( T/rw- 
yottiyar) Ongole 3rd 
and Ath calving 

Rs. 

1948 

632 00 

363-75 

1949 

586-63 

313-56 

1950 

633-31 

351-06 

1951 

489-59 

275-18 

1952 

604-91 

216-25 

1953 

308-33 

216-25 

1954 

519-75 

258-64 

1955 

310-91 

354-28 

1956 

423-25 

297-59 

1957 

583-64 

277-51 

1958 

680-24 

328-63 


Source : Agricultural Prices in India 1957, op, cit. 

Agricultural Prices in India 1958, op, cit. 


We therefore have to content ourselves with only a partial comparison of 
agricultural wages for the years 1950 and 1960 given in Table 12. The figures 
given in the table indicate only a negligible increase in agricultural wages in the 
last decade, while we have noticed considerable increase in agricultural prices 
during the same period. All this makes it clear that the cost of cultivation 
viewed as a whole has not increased as much as the agricultuial prices. We have 
also seen above that the rural cost of living has risen five times whereas the 
agricultural prices have increased six times. 

All these factors seem to indicate that the net balance, though small, is in 
favour of the agriculturists. But it should be admitted here that what we 
have attempted above is only a rough method of comparing the changes in 
prices received and paid by the agriculturists. A more scientific method is, 
however, to construct the parity index numbers with proper weights given to 
different relevant items that find place in the sales and purchase effected by the 


11 Labour Gazette, Volume XXXI, No. 6, The Government Central Press, Bombay, 
February 1952, p. 624. 
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agriculturists. Such an attempt was made by Dr. B. Natarajan, the former 
economic adviser to the Government of Madras. He worked out the parity 
index numbers for the years 1946-47 to 1949-50 as shown in Table 13.^^ 

Table 12 

INDEX NUMBERS OF AGRICULTURAL WAGES IN MADRAS STATE 
( Base Period : Fortnight Ending 15th April 1950 = 100 ) 


Classification of 
labour 

Type of labour 

Average rates of Index 

daily wages paid number 

during the fortnight 
ending 



15th April 15th Dec. 

1950 1960 

Rs. P. Rs. P. 


1. 

Ploughmen 

Men 


1-54 

1-58 

102-6 

2. 

Sowers and 

Men 


1-22 

1-17 

95-9 


transplanters 

Women 


0-68 

0'84 

123-5 



Non-adults 


0-61 

0-68 

111-5 

3. 

Weeders 

Men 


0-96 

1-06 

110-4 



Women 


0-66 

0-79 

119-7 



Non-adults 


0-68 

0-67 

98-5 

4. 

Reapers and 

Men 


1-16 

1-22 

105-2 


harvesters 

Women 


0-98 

0-96 

98-0 



Non-adults 


0-89 

0-77 

86-5 

5. 

Herdsmen 

Men 


0-81 

1-13 

139-5 



Women 


0-53 

0-83 

156-6 



Non-adults 


0-44 

0-65 

147-7 

6. 

Other agri- 

Men 


1-21 

1-21 

100-0 


cultural 

Women 


0-70 

0-84 

120-0 


labourers 

Non-adults 


0-59 

0-68 

115-3 

7. 

Skilled (a) 

Carpenters 

( men) 

2-19 

2-45 

111-9 


labourers (b) 

Blacksmiths 

(men) 

2-17 

2-51 

115-7 


(0) 

Cobblers 

(men) 

1-17 

1-32 

112-8 


Source : Abstract of Statistics for Madras State for the Quarter ended Sl^-/ Dec 
ember, 1960, Volume V, No, 4, Government of Madras, 1961, p. 69. 


12 B. Natarajan, op. cit., p. 171. The parity index numbers for the later years could 
not be constructed by the writer due to lack of sufficient data required for the purpose* 
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STATE 


Parity index worked 

Calculated parity 

Year 

out by the chain 

index with 1938-39 


base method 

as common base 



of 100 

1946-47 

100-6 

100-6 

1947-48 

107-3 

mi -9 

1948-49 

101-3 

109-3 

1949-50 

101-9 

111-4 


Note: 


Parity Index 


In dex Prices Rec ei ved 
Index Prices Paid 


X 100 


Dr. Natarajaii observes : 

It will be seen from the above figares that the prosperity of the farmer in Madras State 
has on the whole been on the increase year after year since 1946-47 when the index was barely 
one point higher than ra 1938-39. The parity index for 1949-50 was nearly 11 per cent higher 
than in 1938-39. There was a pretty sharp increase in the index between 1946-47 and 1947-48 
due partly to the higher prices fixed for foodgrains and partly to decontrol of foodgiains 
introduced about the end of 1947 which had the effect of raising their prices to phenomenal 
levels. The increase in the index since 1947-48 has not been considerable, the index having 
risen barely by 4 points. 13 

From the foregoing analysis we may conclude that the net result of the changes 
in different groups of commodities has been favourable to the cultivators in the 
Madras State. Now, let us examine how far the rise in agricultural prices 
has benefited the agriculturists in the State of Bombay. 


4*2 Price Changes in the Bombay State 

Table 14 shows the rise in the wholesale prices of certain important agri- 
cultural commodities in different centres in the Bombay State. While the prices 
in general have risen considerably (excepting those of cotton and raw sugar) 
the prices of rice, wheat and groundnut have increased as much as six times 
since 1938-39. Table 15 shows the rise in the farm (harvest) prices for the 
Bombay State as a whole. 

By 1956-57 the prices of jowar and wheat increased four limes, but those of 
cotton and rice went up only two to three times since 1938-39. It seems that the 
price of rice had not recovered by 1956-57 from its fall in 1955, but it definitely 
increased in the later years. It may be noted that the rise in the price of rice 
during 1949-50 to 1953-54 was about five times. The small rise in the price of 
cotton in Bombay is similar to that in Madras, and is due to control policy 
adopted in this respect. 


13 B. Natarajan, op, c//., p. 17L 


15 
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Table 14 

WHOLESALE PRICES OF CERTAIN AGRICULTURAL COMMODITIES IN 
BOMBAY STATE IN Rs. PER STANDARD MAUND 


Rice Wheat Jowar Bajra Arhar 

Year 

Bombay Nagpur Bombay Nagpur Nagpur Akola Bombay Bombay 


1939 

3.31 

3.45 

3.08 

3.56 

2.83 

3.18 

3.57 

5.29 

1952 

22.62 

17.33 

19.01 

19.19 

10.37 

9.46 

13.33 

29.49 

1953 

26.60 

16.75 

20.52 

21.16 

10.17 

10.29 

13.33 

26.89 

1954 

22.89 

16.17 

14.69 

16.95 

9.36 

8.50 

11.45 

18.36 

1955 

21.18 

13.59 

13.73 

13.87 

6.86 

6.35 

9.76 

16.86 

1956 

21.29 

16.24 

14.45 

16.35 

13.35 

13.87 

14.87 

18.12 

1957 

23.01 

20.42 

15.01 

16.57 

12.81 

11.75 

17.32 

15.76 

1958 

28.58 

22.99 

19.83 

21.21 

11,80 

9.98 

15.10 

19.98 

Times of in- 









crease over 









1938-39 

8.6 

6.7 

6.4 

6.0 

4.2 

3.1 

4.2 

3.8 


Year 

Groundnut 

Raw Cotton 

Sugar 
( Raw) 

Sugar 

{Crystal) 

Bombay 

{Bold 

F. 0. R . ) 

Bhuj 

Handed 

(G.6) 

Jalna 

Bombay 

{Kolhapur 

variety) 

Bombay 

{Indian) 

1939 

4.75 

4.00 

17.94 

16.00 

9.46 

12.02 

1952 

23.93 

15.96 

23.73 

19.71 

19.66 

35.91 

1953 

31.57 

21.90 

26.27 

27.03 

20.71 

34.58 

1954 

22.08 

17.67 

24.46 

28.37 

18.81 

34.67 

1955 

16.35 

21.09 

22.50 

19.52 

13.08 

32.10 

1956 

23.81 

15.60 

28.64 

27.54 

19.58 

32.16 

1957 

24.65 

17.38 

28.05 

29.88 

20.62 

36.59 

1958 

26.08 

25.87 

29.88 

24.83 

22.71 

39.30 

Times of in- 







crease over 







1938-39 

5.5 

6.5 

1.7 

1.6 

2.4 

3.3 


Source ; Compiled from Agricultural Prices in India^ 1957 and 1958, op. cit. 
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Table 15 


FARM (HARVEST) PRICES IN BOMBAY STATES Rs. PER STANDARD MAUND 


Year 

Rice 

Jowar 

Wheat 

Cotton 

(Kapas) 

1938-39 

4-87 

2-62 

4-00 

15-81 

1949-50 

30-65 

9-72 

16-21 

36-24 

1950-51 

24-18 

10-75 

16-37 

37-13 

1951-52 

28-19 

11-00 

16-58 

32-72 

1952-53 

22-00 

12-00 

18-44 

32-70 

1953-54 

25-62 

12-50 

18-31 

32-75 

1954-55 

16-00 

7-44 

14-00 

27-87 

1955-56 

11-99 

10-50 

15-69 

35-99 

11956-57 

Times of increase 

13-28 

— 

18-37 

30-91 

over 1938-39 

2-7 

4-0 

4-6 

2-0 


Source : Compiled from Agricultural Prices in India, 1957 and 1958, op, cit. 


Now, let us examine how far the rural cost of living and cost of cultivation 
have risen. Unfortunately, the consumer price index numbers for rural popu- 
lation have not been maintained for the Bombay State, as already noted. But 
this difficulty can be largely overcome by taking the rise in the average retail 
prices of the principal consumer goods as the rise in the cost of living. Table 16 
shows the average retail prices of the principal consumer goods for the years 
1939, 1955 and 1956. It is clear from Table 16 that on an average the prices of 
consumer goods have increased three to four times. As for the cost of culti- 
vation, fortunately we have figures regarding the prices of bullocks and cows 
and average agricultural wages for the pre-war and post-war periods. As re- 
gards the prices of implements and fertilisers, the all-India wholesale prices 
given in the case of Madras may be accepted here also. 

The prices of bullocks have risen as much as five to ten times while those of 
cows have increased roughly four times. Obviously, the rise in the prices of 
bullocks is highly unfavourable to the agriculturists. The agricultural wages 
however, have risen on an average only about three times. Table 18 shows the 
average rates of daily wages for field, unskilled and skilled labour in the urban 
and rural areas in the Bombay State separately. All this indicates that though 
the prices of consumer goods and different items of cost of cultivation have 
risen, the increase is not as high as that of agricultural prices, excepting, of 
course, the rise in the prices of bullocks. The figures are mere averages and have 
to be taken as showing only the broad trend of the rise in prices of all groups 
of commodities. Now, let us examine how far the rise in the all-India wholesale 
prices of different groups of commodities is favourable to the cultivator. 
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Table 16 

RETAIL PRICES OF PRINCIPAL CONSUMER GOODS IN BOMBAY STATE 
Rs. PER BENGAL MAUND 



1939 

1955 

1956 


Rs.a.p. 

Rs. . a.p . 

Rs.a.p. 

Rs.a . p . 

Rs.a.p. 

Rs.a.p. 

Jo war 

2- 0-0 to 

6- 0-0 

7- 0-0 to 

15- 0-0 

7- 0-0 to 16- 0-0 




(Bijapur) 

15-10-0 

(Broach 

17- 0-0) 

Bajri 

2- 0-0 to 

5- 0-0 

7- 5-0 to 

12- 8-0 

7- 0-0 to 16- 0-0 



(B. S. D. 

15- 0-0 






(Dangs 

16- 0-0) 



Wheat 

3- 6-0 to 

6- 2-0 

13- 5-0 to 

20- 0-0 

14—* 0"“0 to 20— 0—0 

Rice 

3- 6-0 to 

10- 0-0 

14- 0-0 to 

25- 0-0 

16- 0-0 to 24-0 -0 






(Sabar- 

kantha 

26- 0-0) 

Tur Dal 

3- 2-0 to 

8- 8-0 

10- 8-0 to 

22-14-0 

13- 8-0 to 24- 0-0 






(Sabar- 

kantha 

26- 0-0) 

Gram Dal 

4— 0~*'0 to 

6-14-0 

10- 0-0 to 

22- 8-0 

14— 8—0 to 20— 0—0} 






(Kaira 

23- 0-0) 

Jaggery 

4- 0-0 to 

8-12-0 

13- 5-0 to 

25- 0-0 

15- 0-0 to 20- 0-0 



(Sabarkantha26~ 0-0) 

(Baroda 

22- 8-0) 






(Sabar- 

kantha 

28- 8-0) 

Sugar 

8- 0-0 to 

13- 0-0 

35- 0-0 to 

40- 0-0 

35- 0-0 to 40- 0-0 




(Amreli 

41- 0-0) 

(Panch 





(Panch 

Mahals 

46-0- 0) 

Mahals 

64-0 0 ) 

Sweet Oil 

9- 8-0 to 

16- 0-0 

35- 9-0 to 

55- 0-0 

32- 0-0 to 60- 0-0 

Kerosene (per 






gallone) 

0-12-0 to 

0-14-0 

1- 2-0 to 

2- 0-0 

1- 4-0 to 

1- 8-0 






(Baroda 

1-13-0) 






(Kaira 

1-12-0) 

Dhoti (ordinary 






per piece) 

0-10-0 to 

4- 0-0 

3- 0-0 to 

8- 0-0 

3- 0-0 to 10- 0-0 






(Baroda 

10- 4-0) 

Sari 







(Ordinary) 

1- 0-0 to 

4- 0-0 

3- 8-0 to 

12- 0-0 

4- 8-0 to 10- 0-0 


Source : Land Revenue Annual Administration Report for the Year 1955-56, Govern- 
ment of Bombay, 1960, p. 9. 


The rise in the prices of bullocks and cows is as follows ; 
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Table 17 

PRICES OF BULLOCKS AND COWS IN BOMBAY STATE 

(in Rs.) 




1939 


1955 

1956 


Bullock 

30 

to 

50 

1 50 to 500 

150 to 

500 

Cow 

40 

to 

55 

135 to 200 

150 to 

200 


Source : Land Revenue Annual Administration Report for the Year 1955-56, op cit., p. 9 . 

. Table 18 


AGRICULTUILAL WAGES IN BOMBAY STATE 


Category and 
Labour 

(1) 

Average 
daily wages 
in 1938-39 

(2) 

Rs. 

Average 
daily wages 
in 1956-57 

(3) 

Rs. 

Average 
daily wages 
in 1957-58 
(4) 

Rs. 

Percentage 
increase of 
(4) over (2) 

Urban Areas 

Field labour 

0-34 

1-46 

1-47 

332-35 

Unskilled labour 

0-43 

1-52 

1-49 

246-51 

Skilled labour 

1-34 

3-40 

3-67 

173-88 

Rural Areas 

Field labour 

0-28 

1-15 

1-22 

335-71 

Unskilled labour 

0-31 

1-19 

1-21 

290-32 

Skilled labour 

0-94 

2-83 

3-15 

235-11 


Source : Labour Gazette, Volume XXXVIII, No. 6, The Government Central Press, 
Bombay, February 1959, p, 696. 

4*3 Price Changes in the Country as a Whole 

The index numbers for March 1960 (Table 19) show the rise in the all-India 
wholesale prices of certain agricultural commodities since 1939. It is clear from 
this table that the prices of rice, wheat, arhar groundnut and raw cotton have 
steeply risen since 1939 (five and half times to seven and half times) while the 
prices of other commodities have moderately increased. 
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Table 19 

ALL-INDIA INDEX NUMBERS OF WHOLESALE PRICES OF 
SELECTED AGRICULTURAL COMMODITIES 
(Base : August 1939) 


Year 


Rice 

Wheat 

Jo war 

Bajra 

I960 March 
A^verage 


687 

568 

271 

361 


Year 

Gram 

Arhar 

Ground- 

nut 

Cotton 

raw 

Sugar 

1960 March 
Average 

357 

695 

756 

550 

356 


Source : Index Number of Wholesale Prices in India for Week ended March 1960, 
Volume XII, Number 13 (Last Issue), Issued by the Office of the Economic 
Advjser to the Government of India, 1960, p. 16. 


Now, ill the absence of all-India index numbers for rural cost of living and 
cost of cultivation for the required period, the following indirect indicators 
may be relied upon. The consumer price index numbers for the working class 
at certain industrial centres in India (Table 20) show that the cost of living has 

Table 20 

CONSUMER PRICE INDEX NUMBERS FOR WORKING CLASS AT CERTAIN 
INDUSTRIAL CENTRES IN INDIA 
(Base : August 1939) 


Year 

Bombay Ahmedabad 

Sholapur 

Jalgaon 

I960 March 

394 393 

464 

479 

Year 

Nagpur 

Madras 

Kanpur 

1960 March 

510 

455 

464 


Source : Labour Gazette, Volume XXXIX, No. 9, Issued by the Commissioner of 
Labour, Government of Maharashtra, May 1960, p. 1245. 


increased four to five times since 1939. The middle class cost of living index 
for the country compiled by Capital, Calcutta, also indicates the same trend. 
Regarding the prices of different items of cost of cultivation, it is not possible 
to produce all-India figures. The best possible way here is to compare the rise 
in prices that are generally received and paid by the cultivators. The all-India 
index numbers of wholesale prices of different groups of commodities are 
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Table 21 

MIDDLE CLASS COST OF LIVING INDEX IN INDIA 
(Base : August 1939-100) 


Year 

Food 

Fuel and Clothing 

Miscel- 

General 



light 


laneoiis 


1951 

449 

222 

460 

255 

383 

1956 

470 

253 

530 

283 

412 

1960 

525 

283 

569 

299 

453 

upto May 





Source 

Compiled by Capital, Calcutta. Reproduced in Inflation in a Developing 
Economy, Research Publication, Series 3, The Indian Merchants’ Chamber, 
Economic Research and Training Foundation, Bombay 1, 1961, p. 112. 

given in Table 22. The average price indices of food articles and industrial raw 
materials for the month of March 1960 are 461.6 and 570.1 respectively, where- 
as those of semi-manufactures and manufactures are 439.5 and 415.9. Though 



Table 22 




ALL 

INDIA INDEX NUMBERS OF WHOLESALE PRICES 
DIFFERENT GROUPS OF COMMODITIES 

OF 



( Base : August 1939 - 100 ) 



Year 

Food 

Industrial Semi-manu- Manu- 

Miscella- 

All com- 


articles 

raw- mate- factures 
rials 

factures 

neous 

modities 

1947 

292-2 

365-3 251-9 

276-6 

468-1 

297-4 

1948 

374-1 

430-5 316-8 

340-6 

504-2 

367-1 

1949 

389-2 

463-9 328-1 

343-9 

545-6 

381-1 

1950 

410-4 

503-2 340-9 

348-4 

683-1 

400-7 

1951 

409-8 

608-2 377-5 

395-5 

729-8 

439-3 

1952 

359-8 

453-8 346-5 

377-5 

635-6 

386-9 

1953 

380-8 

459-7 356-3 

367-0 

661-5 

393-9 

1954 

358-3 

447-1 355-4 

375-5 

646-8 

386-7 

1955 

304-5 

411-0 333-3 

373-4 

555-1 

355-4 

1956 

372-9 

487-7 389-5 

381-9 

545-1 

403-1 

1957 

416-8 

527-7 407-7 

389-6 

613-4 

431-2 

1958 

436-5 

499-8 396-3 

388-0 

624-1 

430-8 

1959 

459-3 

528-6 406-3 

390-8 

686-0 

446-7 

1960 

March 

461-6 

570-1 439-5 

415-9 

706-9 

468-8 

(Monthly Average ) 






Source : Index Number of Wholesale Prices in India for Week ended March 26, 1960^ 
Volume XII, Number 13, Last Issue, Issued by the Office of the Economic 
Adviser to the Government of India, 1960, Appendix II, pp, 20-26 and p. 3, 
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the price index of the miscellaneous group ( consisting of vegetable oil, 
spices and condiraents, cashewnuts, brick and tiles and tobacco leaf) has risen 
seven times, its impact is relatively inconsiderable as the expenditure on the items 
of this group constitutes a small proportion of a person's total expenditure. 

All this seems to indicate that the prices received by the agriculturists 
have gained a slight edge over the prices paid by them. Being only averages, 
the hgures are to be taken as very broad indicators, which may also differ 
from State to State, and indeed from one income group to another. The 
more important question is how even this small favourable balance is 
distributed over different groups of cultivators. For this purpose, the matter 
should be looked into a little further. 

It is obvious that prices of agricultural commodities and consumer goods 
prices are closely related, especially since both the groups are dominated by 
the foodgrains. It is but natural for the cost-of-living prices to show a sympa- 
thetic rise whenever the prices of agricultural commodities shoot up. And, the 
producers of agricultural commodities are not mere producers but consumers 
as well. Generally, the cultivators are prone to consume what they produce; 
the effect of this fact is two-fold. One is that the small cultivators are not left 
with sufficient marketable surplus to realise the gains incidental to the large 
rise in the prices ; nor again, by the same token are they affected to the extent 
indicated by the index figure of the cost of living due to their consuming home- 
grown produce. Of course, they are affected to the extent that they have to 
buy commodities other than what they produce. Now, take the case of culti- 
vators of large land holdings with sufficient marketable surplus. Not only 
are they immensely benefited by the huge rise in the prices of agricultural 
commodities but are not affected by the rise in the cost of living lo the same 
degree as the figures would make us believe, owing to the same reason painted 
out in the case of small cultivators. The Taxation Enquiry Commission’s 
observation regarding the extent of non-monetisation in the ruml sector 
further strengthens our present contention. 

In the rural sector, the most important items in which imputed value element predominates, 
are foodgrains, pulses, milk and milk products, fuel and light, largely supplied from own- 
farms or free sources : while 45 per cent of total consumption in the rural sector is non- 
cash, only 10 per cent of urban expenditure is of this category; even this much of imputed 
value in the urban sector is mainly attributable to towns with population below 15,000 
which arc semi-rural in living conditions and organisation of productlon.is 

14 For instance, agriculturists in Orissa are better off, whereas they do not seem to be 
so in Punjab according to the parity index numbers maintained by the Bureau of Statistics 
and Economics, Orissa, and the Board of Economic Enquiry, Punjab, respectively. Vide, 
Quarterly Biilietm of Statistics Quarter ending June, 1959, Volume XI, No. 1, Bureau of 
Statistics and Economics, Government of Orissa, p. 57; and Index Numbers of 
Parity {Statistical Analysis ) between Prices Received and Paid by the Farmer in the Pimfab, 
1959-60, The Board of Economic Enquiry, Punjab (India), Publication No. 74, p. 55. Also 
see this Report for the year 1960-61, p. 40. 

15 Report of the Taxation Enquiry Commission, 1953-54, Volume I, op, cit,, pr>. 65-66, 
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la the case of farmers growing only commercial crops the figures of cost of 
living get fully reflected; but it is a well-known fact that the production of 
commercial crops is comparatively more paying. As a result, these cultivators, 
though affected by the full rise in the cost of living, will not be subject to any 
less marginal advantage arising out of favourable difference in the rise of 
agricultural prices and cost of living than those producing foodgrains. All 
this leads us to conclude that, while the small cultivators are not substantially 
benefited, the large cultivators are much better off due to the rise in agricultural 
prices.^^ 

Let us now examine the cost of cultivation. It is a well-known fact that die 
cultivators depend largely, if not exclusively, on family labour, home bred 
bullocks, comparatively costless cow dung, freely obtainable green manures'^ 
and inexpensive primitive implements. Owing to these factors, the cost of 
cultivation has not really affected the cultivators to such an extent as the figures 
seem to indicate. It may be admitted that the rise in the cost of cultivation as 
shown by the fi[gures gets fully reflected in the case of a cultivator who has 
started cultivation on a clean slate. But in the case of long established agri- 
culturists, who form the large majority of the agricultural population, many 
items of the cost of cultivation {e.g., seeds, manures and bullocks) are mostly 
home-grown and as such the rise in prices of the same does not affect the 
cultivators to the full extent. If, on the other hand, cultivators go in for modern 
implements, fertilisers, etc., it is only natural to expect that they would reap 
proportionately higher benefits.^® We should hasten to add that this analysis 
is not at all intended to undermine either the role of costs or hardships 
involved in cultivation but only to emphasise the real position which is 
different from what the figures seem to convey. 


16 P. N, Mathur has constructed indexes of terms of trade separately for small and 
large landowners in Akola and Amaravati districts of Vidarbha region for 1956-57 with 
1955-56 as base. His findings support our present analysis. He states : “ It has been found 
that while terms of trade of the bigger cultivators improved by about 60 per cent, that of the 
smaller ones showed improvement by only 30 per cent. Some part of this could be explained 
by comparatively much lesser rise in the rates of wages which forms a larger proportion in 
smaller cultivator’s earnings and bigger cultivator’s expenditure. But even in various com- 
modity-accounts it was found that the bigger cultivators, by judicious selling and purchasing 
operations, were able to turn the price changes more to their advantage probably due to 
greater manoeuvrability with their resources.” Vide, P. N. Mathui*, “ Differential Effects 
of Price Increases on Small and Big Cultivators ”, Artha Vijnana, Journal of the Gokhale 
Institute of Politics and Economics, Poona (India), Volume IV, No. 1, March, 1962, p. 38. 

17 Of course, the cultivators have to pay a nominal fee to the forest department to 
secure permits for fetching the necessary green leaves, but the cost involved in this is inconsi- 
derable. 

18 The Indian Council of Agricultural Research has demonstrated by numerous ex- 
periments how far greater yield per acre can be realised by using fertilisers. For instance, see 
The Report of the Results of Fertiliser Demonstrations in India, Rahi 1955-56, Ministry of 
Food and Agriculture, Government of India, undated. 
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In the light of the foregoing analysis and the fact that the rise in the cost of 
living, in any case, has not overtaken that of agricultural prices, but rather 
lags behind at just a comfortable distance, one can justifiably argue for en- 
hancing land revenue rates with progression, exempting those falling below a 
certain fixed bare minimum level. Now, let us pass on to our second argument. 

5. Inflation and Capital Formation 

Here let us assume that the cost of living and cost of cultivation have gone up 
as much as agricultural prices, as a result of which only the money incomes, 
not real incomes, of the cultivators have increased. If land revenue is not al- 
ready burdensome, then one can put forward a case, in the context of current 
planned development, to enhance land revenue rates as an anti-inflationary 
measure. If land revenue is already oppressively h^^avy, such a measure would 
only hinder the growth of agricultural prosperity; but such heavy rates are 
not discernible at present. Before passing on to prove the lightness of the current 
land revenue rates, it would be better to elucidate the crux of the present 
argument by a hypothetical example. 

Let us suppose that a farmer received Rs. 200 gross income in 1938-39 from 
a piece of land for which he was paying Rs. 5 by way of land revenue assessment. 
Assuming that the cost of cultivation was then Rs. 100, the cultivator would 
get a net income of Rs. 100, which would be just sufficient to give him a minimum 
standard of living. Now, owing to, say, five-fold rise in agricultural prices, 
cost of living and cost of cultivation (the production remaining constant), 
the farmer is getting at present a net income of Rs. 500 (/. e., the gross income 
of Rs. 1,000 — the cost of cultivation of Rs. 500) which is just sufficient to 
maintain his mmimum standard of living; but he continues to pay only Rs. 5 
of land revenue. Obviously, this is a case where money incomes and not real 
incomes have risen. Two important factors organic to this situation emerge 
at once. One is that the intrinsic value of the rupee has decreased and the valuCj, 
and hence the burden, of Rs. 5 of land revenue is no longer what it was 
in 1938-39. The other factor is that under the changed dimension of the per- 
son’s family budget, the amount of Rs. 5 has been rendered a negligible part 
of his income and spending; it is one per cent now as against five per cent 
of 1938-39. In such a situation which is broadly characteristic of India at pre- 
sent, one can argue in favour of enhancing the land revenue rates in two ways, 
both being related ultimately to the same objective. Firstly, in the initial period 
of the country’s planned development in which huge amounts are constantly 
injected into the economy and in which an inevitable time-lag exists between 
investment and production, it becomes very essential to mop up the additional 
purchasing power to maintain the price line which is crucial to the execution 
of the plans. The Taxation Enquiry Commission, 1953-54, observes; 
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It is during periods of inflation that taxation can play an important role in mitigating its 
adverse consequences; and this is true not only because of the greater etfectiveness of the 
tax system in this respect but also because of the greater difficulty of reducing expenditure 
during such periods, whether they are periods of war when military expenditure dominates 
the scene or of rapid economic devoiopment the tempo of which has to be maintained. Even 
in the underdeveloped economics, it has been found by experience that the tax system, if 
suitably adjusted, can have a significant effect in slowing down the pace of inflation.l9 

One is, therefore, justified in suggesting the enhancment of land revenue 
rates as one of the anti-inflationary measures. Secondly, an underdeveloped 
country, which is under the spell of the vicious circle of poverty, will naturally 
have to break through the vicious circle, step up the rate of capital formation 
and lay more emphasis on capita] goods industries which would widen the 
base of further production in order to achieve planned progress. This neces- 
sitates an unavoidable restraint on consumption in the initial period. The Taxa- 
tion Enquiry Commission again observes : 


...the kind of tax system which would be best adapted to meet the requirements of the 
Indian economy, having regard to the development programme and the resources required 
for it, appears to be one which would increase the resources for investment available to the 
public sector with as small a diminution as practicable of investment in the private sector, 
and which, therefore, is accompanied by the largest practicable restraint on consumption by 
all classes. Restraint on the consumption of higher income groups must, of course, be greater 
than in respect of low income groups.2l 


Hence the recent emphasis on the necessity of initial sacrifices, girding up 
loins, observing austerities, etc. ff the Planning authorities mean what they 
speak, they would be required to plan for a much greater all round efiort to 
step up capital formation. Relating this analysis to the hypothetical example 
given above, our argument runs as follows. Suppose the land revenue is now 
increased from Rs. 5 to Rs. 10 as a result of which the person with an income and 
expenditure of Rs. 500 has to forego consumption worth Rs. 5. This may bring 
him a little below the minimum level of living. This increased burden would 
not be a sore pinch to the person as it would constitute a negligible part of 
his total income and spending, and it should not be difficult for him to get 
adjusted to the new position. While this small reduction in consumption would 
be a justifiable sacrifice even for persons on the minimum level of living, much 
greater sacrifice would be expected of those above this level. If owing to high 
incomes, such burdens do not result in lessening the consumption of the rich, 
at least they (i, e,, new tax burdens) would melt their hoards and feed the 


19 Report of the Taxation Enquiry Commission, 1953-54, Volume I. op. cit,, p. 161. 

20 ( / ) Ragnar Niirkse, Problems of Capital Formation in Underdeveloped Countries, 
Fourth Edition, Basil Blackwell, Oxford, 1955, p. 4 and p. 143 ; ( ii ) Taxes and Fiscal Policy 
in Underdeveloped Countries, United Nations, Technical Assistance Administration, New 
York, 1954, pp. 3-4; and ( Hi ) E. M. Bernstein and I. G. Patel, Inflation in Relation to 
Economic Development ”, J. M. F. Staff Papers, Volume II, No. 3, November 1952, pp. 
393-95, 

21 Report of the Taxation Enquiry Commission, 1953-54, Volume I, op, cit.,p, 149. 
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exchequer. As long as such burdens do not cut deeply into bare necessities, 
Government should not hesitate to impose new tax burdens. People in their own 
interest should be prepared to undergo such initial sufferings and co-operate, 
with Government in implementing such measures. Of course, this argument in 
favour of enhancing the present low land revenue rates from the point of view 
of curbing inflation and stepping up capital formation by restraining consump- 
tion, presupposes the equitable distribution of such new burdens over all groups 
in all sectors, the guarantee of a reasonable price-level below which agricultural 
prices will not be allowed to fall, and scrupulous observance of economy and 
wise planning on the part of the Government. 

If, however, the existing land revenue rates are already oppressively heavy, 
the argument put forward above would become invalid. In what follows, 
therefore, we make an attempt to point out the lightness of the present land 
revenue assessment with the help of the available statistical data. Such a task 
throws up two problems , viz,, {a) the problem of arriving at some reasonable 
and useful basis in relation to which the burden of land revenue should be mea- 
sured, and (6) the problem of applying this measure for judging the burden- 
someness of land revenue. The former poses the problem of arriving at a rea- 
sonable objective criterion; the latter is a matter of subjective value judgement, 
regarding which only broad indications could be offered in the present context. 

The Indian Taxation Enquiry Committee, 1924-25, examined five standards 
to obtain a general idea of the incidence of land revenue, which are as follows : 

(1) The ratio borne by the land revenue to the population. 

(2) The ratio borne by the land revenue to the occupied area, ?. e,, the average 
assessment per acre. 

(3) A comparison of the assessments per soil unit. 

(4) The ratio borne by the assessment to gross or net produce. 

(5) The ratio borne by the assessment to rents or annual value.^^ 

Obviously, the first and second standards indicate per capita and per acre 
rates of land revenue which, being mere averages quite unrelated even roughly 
either to the paying capacity of the person or productive capacity of the land, 
will not lead to any meaningful results. The third standard is useful in comparing 
the incidence of various soil units within a small region with similar agricultural 
conditions but “the figures are not comparable for regions with inherently 
different types of soil, nor is it found in practice that the classification has been 
done on sufficiently uniform lines to give satisfactory results. As for the 


22 Report of the Indian Taxation Enquiry Committee, 1924-25, Volume I, Government 
Of India, 1926, p. 74. 

2a Report of the Indian Taxation Enquiry Committee, 1924-25, Volume I, op. cit, p. 75, 
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fourth standard, ratio of land revenue to the value of gross produce or gross 
income, it will constitute only an inadequate indicator of land revenue incidence 
as it will not take into account the variations in farm costs for different crops 
and soils. All the same one can more or less rely on this standard for a broad 
indication of the incidence of land revenue. On the other hand, the net produce 
standard will be far more satisfactory but the way of arriving at net produce 
has always been controversial. The present writer’s stand in this connection 
will be clarified below. The fifth standard, z.^., the ratio of assessment to rent 
or rental value, may give a correct idea of the incidence of land revenue. But 
unfortunately, reliable figures relating to rents or rental values are scarcely 
available. As a result we shall be forced to rely upon a vast amount of guess 
work as to what a piece of land would have obtaixied if it were to be leased out 
instead of being personally cultivated. Hence, none of the above tests offers a 
satisfactory solution. 

The inability of these standards to provide us with a reasonable and useful 
criterion to measure land revenue incidence leads us to examine two more 
standards, viz,, (z) ratio of land revenue to Net Profits of agriculture, and (zz) ratio 
of land revenue to Farm Business Income. The concept of net profits of agri- 
culture has always been equivocal but here we presume it to be nothing more 
than pure profits accruing to the cultivator as a reward for his entrepreneurial 
work. However theoretically alluring it may be, the utilisation of this concept 
for measuring land revenue burden is neither feasible nor desirable: not 
feasible because the cultivator (along with his family members) at once functions 
as a labourer and an entrepreneur, and rewards for these respective functions 
are not separately determinable. Such an attempt involves only an arbitrary 
division and imprecise imputation. This test is also not desirable because 
profit is but one of the four incomings to the family resulting out of a series of 
operations necessary to cultivate a farm and as such it constitutes only a 
part of total income accruing to the cultivator. 

The only sensible and practically useful concept for the purpose of measuring 
land revenue burden is what some economists call “farm business income”.^^ 
Farm business income is a composite of rent due to ownership of land (after 
deducting land revenue and cesses), wages due to family labour, interest due 
to capital invested in cultivation, and profits due to the entrepreneurial work 
of the cultivator. 

“ It (farm businss income) is in many ways the most significant measure, because it gives 
the nearest approximation to what is normally considered by the farmers and the rest of the 
community as the income of farmers and what mostly determines their standard of living ”.25 


2^ P. C. Patil, Principles and Practice of Farm Costing with Farm Studies, The Govern- 
ment Central Press, Bombay, 1933, p. 9. 

25 D. R. Gadgil and V. R. Gadgil, A Survey of Farm Business in Wai Taluka, Gokhale 
Institute of Politics and Economics Publication No. 7, 1940, p. 95. 
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Besides, it avoids the painful task of apportioning the rewards among the 
different factors, and is simply ascertained by deducting actual expenses 
including depreciation charges from gross income. Hence, we are inclined to 
accept this concept for measuring the burden of land revenue as a reasonably 
reliable one. 

As for the next problem of determining what proportion of land revenue 
to farm business income constitutes a ’’burden’, it is to be admitted that there 
is no objective criterion which can guide us in this respect; and, in the writer’s 
view, application of commonsense is the best possible solution. 

Having theoretically cleared our ground, we shall have to face the practical 
problem of securing adequate data to obtain satisfactory results bearing on our 
test. Unfortunately, our country is deplorably lacking in data of sufficient 
accuracy and coverage; even the Farm Management data suffer from an 
inadequacy of coverage in respect of area and time. Subject to this limitation, 
the results worked out by the writer are broadly indicative of the incidence of 
land revenue in the States of Madras, Bombay, Punjab, Uttar ’Pradesh, 
West Bengal and Madhya Pradesh. 

The data regarding the value of input and output per acre in selected regions 
of different States as given in the Farm Managemeait Reports for the years 
1954-55 and 1955-56 are retabulated (vide Tables 23-27 below) in accordance 
with the concept of farm business income as already explained. The costs of 
hired human labour, hired bullock labour ( maintenance charges in the case 
of owned bullock labour), seeds, fertilisers, manures, depreciation, land revenue 
and cesses and miscellaneous charges, if any, are the actually incurred costs 
which are deducted from the total output to arrive at the farm business income.^*" 
The rental value, interest on fixed capital, wages of family labour and profit 
due to the entrepreneurial work of the cultivator, if any, are the component 
parts of the farm business income. After retabulating the data in the manner 
explained above, the percentages of land revenue to (a) farm business income, 
(b) actually incurred costs and (c) total output, are calculated. While (b) and (c) 
mainly indicate the place of land revenue in the total turnover of cultivation, 
(a) points out the burden of land revenue on the cultivator. 

The retabulated data for the selected region in the Madras State for the 
years 1954-55 and 1955-56 are shown in Table 23 and Table 24 respectively. 
The percentages of land revenue to farm business income are so different in 
different size groups that it is hardly possible to have any general conclusion. 
In 1954-55 the percentages vary from 1*82 to 21*57, while the percentage for 

26 Since we are concerned with owner-cultivators, the rent paid by a tenant cultivator 
is not relevant here. Accordingly, all rents paid are excluded in our retabulation. 
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Source : Compiled from Studies in Economics of Farm Management in Madras, Report for the Year 1954-55 Directorate of Economics 
and Statistics, Ministry of Food and Agriculture, Government of India, 1957, pp. 63-64. Table No, 4T-1 and 4T-2, 

( a ) On recalculation this figure is found to be 44*8 and not 46.8 as given in the Report, 



INCIDENCE OF LAND REVENUE IN SALEM AND COIMBATORE DISTRICTS OF MADRAS STATE : 1955-56 

( Cost Accounting Method ) 
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the region as a whole is 3*35. Again, while the percentage of land revenue 
to farm business income in Salem district is 8*16, it is only 2*93 in 
Coimbatore. In 1955-56 the respective percentages for Salem and Coimbatore 
districts are 2*14 and 3*84, while the average percentage for the region is 
only 2*91. All this shows how widely the agricultural income fluctuates from 
year to year and area to area; this is not something unexpected of 
agriculture, particularly in India. The percentages of land revenue to the 
actually incurred costs and total output for the region as a whole are 2*37 
and 1*39 respectively in 1954-55, while they are 2*53 and 1*35 in 1955-56. This 
shows that the proportion of land revenue in the total turnover required to 
conduct the business of agriculture is inconsiderable. 

Now, let us examine the incidence of land revenue in the Bombay State. As in 
the case of Madras State, the data are retabulated and shown in Table 25 
and Table 26 for the years 1954-55 and 1955-56 respectively. In Ahmednagar 
district the average percentage of land revenue to farm business income in the 
case of dry holdings is 7*75 while it is 6* 12 for partially irrigated holdings in the 
year 1954-55, and the respective percentages in the case of Nasik district are 
5*84 and 4*25. These figures show that the incidence of land revenue in 1954-55 
was much higher in Bombay than in Madras. But, the incidence of land 
revenue seems to be almost same in both the States in 1955-56. The percentages 
of land revenue to farm business income are 3*84 and 2*22 for Ahmednagar 
and Nasik districts respectively in 1955-56. This again reveals that these per- 
centages are not constant but vary with the output and prices. The lower per- 
centages of land revenue to farm business income in 1955-56 in both the States 
may be partly due to the rise in agricultural prices after the middle of 1955. 
On the whole, the average proportion of land revenue to farm business income 
seems to be between three and four per cent. The percentages of land revenue to 
total actually incurred costs and total value of output are still lower and are 
inconsiderable. The higher percentages in certain cases may be attributed to the 
failure of crops due to one reason or the other. 

Now, let us have a look at the incidence of land revenue in the selected areas 
of certain other States. Table 27 shows the percentages of land revenue to farm 
business income in the States of Punjab, Uttar Pradesh, West Bengal and 
Madhya Pradesh. These percentages vary from 1.47 in Punjab to 5.92 in Madhya 
Pradesh in the year 1955-56. The high percentage of 10.06 in Uttar Pradesh in 
1955-56 is due to the charging of rent for both the Sirdari and Bhumidari 
lands in lieu of land revenue as explained in Table 27. 

The proportion of land revenue to farm business income, on the whole, 
seems to be well below five or six per cent which is not only not heavy but unduly 
low when viewed against the past history of land revenue. But if we compare 
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INCIDENCE OF LAND REVENUE IN AHMEDNAGAR AND NASIK DISTRICTS OF BOMBAY ; 1954-55 
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(a) On recalculation it is found that the overall output per acre is Rs. 21*81 and not 18*32 as given in the Report. 
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Source : Compiled from Studies in Economics of Farm Management in Bombay, Report for the year 1954-55, Directorate of Economic 
and Statistics, Ministry of Food and Agriculture, Government of India, 1958, pp. 220-27, Tables No. 4T3 and 4*14. 
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AGRI CULTURAL TAXATION 


these percentages with the rates of general income-tax, it appears that the cul- 
tivators in the lower brackets have been subject to gross tax injustice as there is 
no exemption limit in the case of land revenue. This conclusion would be per- 
fectly justified ill so far as land revenue and the general income tax alone are 
concerned. But from the point of view of total tax burden, the rural classes 
in the low income brackets, in spite of the regressive land revenue rates, seem 
as well off as, or even slightly better off than, their counterparts in the urban 
sector. On the other hand, owing to the proportional levy of land revenue, 
the richer classes in the rural sector seem to be far better off than those falling 
in the higher brackets in the urban sector. (Statistical' evidence is adduced in 
support of this statement in our third argument.) 

Thus the land revenue assessments cannot be said to be burdensome at 
present. The argument we have developed above, at the same time, should not 
be misconstrued as an attempt to boost up land revenue rates to such oppressive 
heights as were prevalent in the past. All that we want to say here is that in the 
context of planned economic development when the inflationary pressures are 
already exerting themselves on the economy, there is an imperative need to take 
necessary precautions to curb the inflationary tendencies in the initial stage 
itself. As a step in this direct on the purchasing power of the consumers may be 
reduced through increased taxation, and land revenue being a tax on the bulk of 
the population cannot escape its role in this respect, especially, when its 
rates are not already burdensome. Such a measure is calculated to check 
the rise in consumption which is incidental to the growing economy, and to 
help the process of capital formation. 

Besides, the foregoing analysis by throwing light on the factual position of 
land revenue burden and its place in the cost of production leads us to three 
further conclusions. Firstly, the fear that any enhancement of land revenue 
will result in undue burden is unfounded. Secondly, that any increase in 
land revenue rates will act a deterrent to production is unwarranted. Thirdly, 
any attempt to bring about a change in crop pattern through manipulation 
of land revenue rates (unless, of course, they are raised to abnormal 
heights ) would be futile. 

Now let us pass on to the remaining four arguments which are dealt with in 
the following chapter. 



Chapter 8 


THE CASE FOR ENHANCEMENT OF LAND REVENUE ( Continued) 
L Introduction 

In the previous chapter we have examined the case for enhancing land revenue 
rates from the point of view of the rise in prices, anti-inflation, and capital 
formation. In what follows we discuss the remaining four arguments. 

2. Disparity in Sectoral Tax Burden ^ 

It has been often stressed that in India the rural sector has been subject to 
a lighter tax burden than the urban sector. If that is so, it becomes imperative 
to raise the tax burden on the rural sector, firstly, because we are hard pressed 
for financial resources required to implement the plans, and secondly, because 
tax justice requires an equitable distribution of tax burden between the two 
sectors. We may, therefore, examine the validity of this argument with the help 
of the available data. 

A recent publication ^ of the Institute of Economic Growth, Delhi, presents 
the following data regarding the urban-rural disparity in tax burden. The 
figures given in Table 28 show that the total tax burden on the rural sector 
( ue., percentage of total taxes on the rural sector to its total income) is roughly 
half of that on the urban sector. While the disparity in the burden of indirect 
taxes is nai rowing down in recent years, the burden of direct taxes 
on the urban sector is still about four times that of the rural sector. 
According to Professor K. N. Raj’s estimates of the total taxes paid by each 
sector,^ the percentages of total tax revenue to total income of rural and urban 
sectors worked out to 4*22 and 12*95 respectively in 1952-53, while the cor- 
responding percentages in 1957-58 were 5*44 and 16*46. 

But such comparisons, it is pointed out, do not reveal the actual burden borne 
by the agricultural sector. Dr. Gulati argues : 


1 This argument is discussed at length by I, S. Gulati in his Resource Prospects of 
the Third Five Year Plan, Orient Longmans, Bombay, 1960 pp. 19-70. 

2 G. S. Sahota, Indian Tax Structure and Economic Development , op. cit, 

3 K. N. Raj, “ Resources for the Third Plan — An Approach ” The Economic Weekly, 
Volume XI, Annual Number, January 1959, p. 204. 
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Table 28 

TOTAL TAXES AS A PERCENTAGE OF RURAL AND URBAN INCOME 
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Source : G. S. Sahota, Indian Tax Structure And Economic Development, op, cit,, p. 29. 
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It is technically wrong to identify the entire rural sector with agriculture when 15.4 per- 
cent of the rural population is non-agricultural and this identification of the rural sector 
with agriculture for assessing the tax burden results in a substantial under-statement of the 
burden that agriculture has to carry.... The understatement is occasioned by the fact 

that taxes like land revenue, agricultural income tax are specific to agriculture whereas 

in calculations of the above type they are distributed over both agricultural as well as non- 
agricultural incomes of the rural sector, ^ 

Accordingly, Dr. Gulati has attempted to ascertain the tax burden on the agri- 
cultural and non-agricultural sectors instead of rural and urban sectors. The 
figures worked out by him (based on Professor Raj’s estimates pointed out 
above) show that the percentages of total tax revenue to total income of agri- 
cultural and non-agricultural sectors were 5*2 and 8*6 in 1952-53 and 6’8 
and 10‘8 in 1957-58 respectively.^ Obviously, these figures also show that 
the tax burden on the non-agricultural sector is greater. Harold M. Groves 
and Murugappa C. Madhavan estimate the total taxes paid by the agri- 
cultural sector and non-agricultural sector in India at Rs. 2,391*0 and 
Rs. 5,513T millions respectively in 1951-52. The corresponding figures in 1960-61 
are Rs. 4,334*7 and Rs. 8,904.7 millions.^ But, it is rightly pointed out that such 
comparisons of aggregates cannot be expected to give an adequate idea of the 
actual burdens imposed on each sector, as the number of assessees in the higher 
brackets is more in the non-agricultural sector (which fact accounts for more 
tax revenue) than that in the agricultural sector. This factor makes it necessary 
to ascertain the tax incidence on different income groups. 

The latter approach, however, is beset with certain difficulties which are 
pointed out in the following passage : 

The amount of income surrendered in tax payments by the income receivers is its absolute 
measure and the proportion of income paid in tax by them its relative measure. It is the rela- 
tive measure which is relevant for comparing money burden of taxes on rural and urban house- 
holders in different income expenditure groups in any given year or in different years. For 
working out the proportions of income paid in taxes by these household groups estimates 
have to be made of (a) the amount of income received, and {b) the amount of tax paid by each 
of them. For this country ( i.e.^ India ), data on income received by different household 
groups are not available.7 

Therefore, consumer expenditure has come to be used in official estimates 
as the base for working out the proportions paid in taxes by rural and urban 
households in different expenditure groups. 

A systematic study in this respect was first undertaken by the Taxation 
Enquiry Commission for the year 1953-54; its main findings bearing on the 
present argument are given in Table 29 . The figures show that the disparity 
in the tax burden on rural and urban sectors at lower expenditure levels is 

I. S. Gulati, op, cit. p. 61. 

1. S. Gulati, op. cit., p. 62. 

6 Harold M. Groves and Murugappa C. Madhavan, ‘‘Agricultural Taxation and 
India’s Third Five-Year Plan ”, Land Economics, Volume XXXVITl, No. 1, February, 1962, 
pp. 58-59. 

7 Incidence of Indirect Taxation, 1958-59, Department of Economic Affairs, Ministry 
of Finance, Government of India, New Delhi, 1961, p. 4. 
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Table 29 


INCIDENCE OF (INDIRECT) TAXATION : ALL-INDIA, BY EXPENDI- 
TORE LEVELS (TAX AS PER CENT OF TOTAL EXPENDITURE) 


Monthly household 
expenditure level 

Rs, 

Rural sector 

Urban sector 

1- 50 

2.2 

3.3 

51-100 

2.3 

4.4 

101-150 

2.7 

5.1 

151-300 

2.8 

5.1 

Above 300 

4.4 

8.3 

All expenditure levels 

2.9 

5.9 


Source : Report of the Taxation Enquiry Commission, 1953-54, Volume I, op, cit,, 
p. 69, Table 7. 

smaller whereas it gradually increases as the level of expenditure rises. The 
lower incidence of tax on the rural expenditure groups may be largely explained 
by the fact that much of their expenditure is of the nature of barter and there- 
fore outside the monetised sector of the economy. 

Again, even when rural purchases are made in money, the impact of the sales taxes is con- 
siderably lower on the rural classes than on the urban, since the former purchases are made 
from petty dealers who enjoy sales tax exemption owing to their low turnover. ^ 

The higher incidence of indirect taxation on the urban sector is thus attribu- 
table to the greater impact of sales taxes, central excises and import duties. 
The recent study^ on the incidence of indirect taxes undertaken by the Ministry 
of Finance, Government of India, for the years 1953-54 and 1958-59 also shows 
similar results. In 1958-59, at all expenditure levels in the urban sector the tax 
incidence is approximately twice that in the rural sector (see Table 30). Again, 
the figures given in Table 31 show that the rate of increase in the incidence of 
indirect taxes on both the sectors is glaringly inequitable. 


B T. M. Joshi, Agricidtuml Land Revenue in the Bombay State, op, cit,, p. 27-1, 
9 Vide, footnote 7 above. 




CONSUMER EXPENDITURE, AMOUNT OF TAX AND TAX AS PER CENT OF CONSUMER EXPENDITURE, 1958-59 
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Source : Incidence of Indirect Taxation, 1958-59, op ciL, Statement II. 
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On the basis of such wide disparity in the incidence of indirect taxes, it is 
often argued that the lower expenditure groups in the rural sector, despite 
the payment of land revenue, are still better off than the corresponding income 
groups in the urban sector who pay only indirect taxes, as the income-tax is 
payable only by those having a net income of Rs. 3,600 or above. The Taxation 
Enquiry Commission observes : 

If land revenue were added in the rural sector and income-tax in the urban sector, the dis- 
crepancy which has been noticed (vide Table 31 above) between rural and urban tax 

incidence v/ould be narrowed in the ranges up to Rs. 300 monthly household expenditure 
group and considerably enlarged for the group over Rs. 300. This would result from the land 
tax being applicable to all groups in the rural sector at a flat rate and the whole of income 
tax being applicable to the last group in the urban sector.io 

But the Commission was content with mere observation instead of actually 
working out the incidence of taxation by adding land revenue and income-tax to 
the total incidence of indirect taxes on rural and urban sectors respectively. How- 
ever, an attempt has been made by Dr. Gulati in this respect; he has worked 
out the incidence of land revenue and indirect taxes on the agricultural sector, 
and the incidence of indirect taxes only on the non-agricultural sector for the 
expenditure groups below Rs. 300. Table 32 contains the results worked out 
by him. It is clear from Table 32 that the lower expenditure (and hence income) 

Table 32 

COMPARISON OF TAX INCIDENCE BETWEEN LOW INCOME 
AGRICULTURAL AND NON-AGRICULTURAL HOUSEHOLDS 


Expenditure 
group with 
monthly 
expenditure 

Rs, 


Taxes as percentage of Total Expenditure Percentage 

— ^ — — — excess of 

Agricultural Households Non agri- non-agri- 
cultural cultural 
households over agri- 

— — — — — cultural 

Land Indirect Total Indirect tax incidence 

revenue taxes taxes only 


1- 50 

0-01 

2-2 

2-21 

3-3 

33 

51-100 

0'19 

2*3 

2-49 

4-4 

43 

101-150 

0-52 

2-7 

3-22 

5-1 

37 

151-300 

0-84 

2-8 

3-64 

5-1 

29 


Source : I. S. Gulati, op, cit,, p. 134. 


|0 Report of the Taxation Enquiry Contmission, 1953-54, Volume I, op. c/A, p, 74, 
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groups in the agricultural sector in spite of the payment of land revenue are 
better ofif than their counterparts in the non-agricultiiral sector. But Dr. 
Gulati further paints out that if the difference in the tax incidence between the 
two sectors is viewed against the size of household and the per capita income 
in both the sectors ^ much of the excess of non-agricultural over agri- 
cultural tax incidence on the expenditure groups below Rs. 300 disappears.^^ 
Granting that it is so, the fact remains tha" while the lower expenditure groups 
in the agricultural sector are not in any way worse off in spite of the payment of 
land revenue, the richer groups are far better off than their counterparts in the 
non-agricultural sector. On the latter, the expert opinion is almost nearing a 
consensus. According to Dr. V. K. R. V. Rao’s rough estimate, 

The agricultural households with income exceeding Rs. 2,500 a year were paying by way 
of direct taxes (including both land revenue and agricultural income-tax) about 5 per cent 
of their income, whereas other households with non-agricultural income exceeding Rs. 3,000 
a year were paying about 14 per cent of their income as direct taxes .. .what seems clear 
is that the better-off among the agricultural classes are not making a proportionate contri- 
bution to the financing of public expenditure on social and economic overheads anywhere 
comparable to that which is being made by the corresponding income ranges in the non- 
agricultural sector.l2 

In the light of what we have analysed above, we may conclude that the tax 
burden on the higher income groups in the agricultural sector is far lighter 
than the corresponding groups in the non-agricultural sector, though in the 
lower groups the tax disparity between the two sectors land revenue plus 
indirect taxes on the agricultural sectors and indirect taxes only, on the non- 
agricultural sector) is negligible. Further, the latter aspect of our conclusion 
is ridden with certain implications which have an important bearing on land 
revenue policy. Firstly, the absence of any exemption limit in the assessment of 
land revenue is not unjustified from the point of view of overall tax burden . 
Secondly, land revenue has the virtue of percolating even through the im- 
penetrable non-monetised sector and effectively tapping those who otherwise 
remain undertaxed. Thirdly, if the inclusion of land revenue in the incidence 
of indirect taxes on the lower expenditure groups in the agricultural sector 
brings them on par with the corresponding groups in the non-agricultural 
sector, it may as well be argued that as and when the rates of indirect taxes 
are enhanced, the rates of land revenue may also be slightly (if not to the same 
extent) increased in order to maintain the balance of tax burden. 

But these implications (particularly the third) are only tentative and subject 
to two limitations. Firstly, the data given above relate only to a part (though a 


11 I, S. Gulati, op. cit., p. 67. 

12 Dr. V. K. R. V. Rao, “ Public Finance, Economic Growth and Redistribution of 
Income in India — 1950-51 to 1960-61,” The Economic Weekly, Volume XIII, No. 34^ 
August 26, 1961, p. 1377. 
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major part) of the tax system of the country and as such present only a partial 
picture of the distribution of tax burden among d ifferent groups of agricultural 
and non-agricullaral households. Secondly, the implications are valid only as 
long as the extent of non'-monetisation in the agricultuial sector continues 
to be considerable. Irrespective of the validity of these implications, the main 
conclusion regarding intersectoral disparity of tax burden at higher levels 
remains indisputable. 

Now let us pass on to our fourth argument. 

3. Distribution of National Income 

We are supposed to have increased our national income and per capita 
income particularly in the last decade owing to the special efforts of our planned 
development. If this increased income has been spread over different groups 
in the economy and accrues to agriculturists also, it is only natural to expect 
them to pay more in the fonn of taxation and thus help the financing of our 
plans. One effective way of realising more tax revenue from the cultivators is 
to enhance the land revenue rates which have all along remained almost 
stationary. Now, let us examine how far the cultivators have benefited by the 
rise in national income. 

According to the estimates of the Central Statistical Organisation, national 
income of India increased from Rs. 8,650 crores in 1948-49 to Rs. 11,850 
crores in 1959-60 at 1948-49 prices, while the per capita income has risen 
from Rs. 249 * 6 to Rs. 279 * 0 during the same period. ( At current prices the na- 
tional income and the per capita income in 1959*60 were Rs. 12,940 crores and 
Rs, 304*7 respectively.) The income from agriculture ( including animal hus- 
bandry and ancillary activities) had gone up from Rs. 4,250 crores in 1948-49 to 
Rs. 5,500 crores in 1959-60 at 1948-49 prices.^^ But the problem that confronts 
us here is that of ascertaining the pattern of the distribution of increased income 
over various groups. Professor Raj has made an attempt in this direction and 
estimated how the increased income in the agricultural sector during the period 
1949-50 to 1958-59 has been distributed over different income groups.^*^ Assu- 
ming that the share of the different groups of farmers is not lower than their 
share of the total operated area, he has calculated the share of big farmers 


Estimates of National Income, 1948-49 la i96')-61. Central Statistical Organisa- 
tion, Department of Statistics, Cabinet Secretariat, Government of India, February 1962, 
p. 1 and 22, 

K.N. Raj, ‘‘Some Features of the Economic Growth of the Last Decade in India*’ 
The Economic Weekly, Volume XIII, Annual Number, February 4, 1961, pp. 253-71, The 
present section is based on Raj’s article. 
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ill the increase in national income for six regions of the country as classified 
by the National Sample Survey* The non-agriciiltural classes and agricuh 
tural labourers are defined as those who have no holdings or have holdings 
smaller than one acre; small farmers are those whose holdings are bigger than 
these but the net output from which does-not exceed Rs* 2,250. Medium- 
sized farmers are those whose income varies from Rs. 2,250 to Rs. 4,500 
and the big farmers ate defined as those having a net income of more than 
Rs. 4^500.^''* His calculations show that the households of medium-sized and 
big farmers constitute barely 10 per cent of the total households but 
possess as much as 40 to 60 per cent of the total operated area. 
Given the assumption that the share of different groups, is not lower 
than their share of total operated area, it is clear that a lion’s 
share of the increased income must have accrued^^ to the medium-sized and 
big fanners. All this is only a statistical confirmation of what we have con- 
cluded in our first argument. Here again, it should be borne in mind that 
the data presented above are subject to several limitations and have to be 
taken only as broad indicators of the distribution of the increased income. 

In the light of our conclusion that the farmers of medium and large hol- 
dings have had a major share ( about 50 per cent ) of the increased income 
though they hardly constitute 10 per cent of the total households, and in 
view of the fact that the rural sector has been notoriously subject to a reg- 
ressive tax structure as well as to a slower rate of growth in tax incidence, 
one can justifiably argue in favour of enhancing land revenue rates with 
progression. 

We may now pass on to our fifth argument. 

4, Agriculture Versus Industry 

In the context of the arduous task of resource mobilisation in the initial 
period of a country’s economic development, it is often argued that only 
throiigli rapid industrialisation can the country’s economic progress be achiev- 
ed and that rapid industrialisation, in tiirn^ necessitates a large-scale mobilisa- 
tion of resources from agriculture to foster industry. The advocates of this 
line of thought firmly believe that in a country in which the taxable income is 
strikingly inadequate, there is no alternative to massive land taxation. 
They cite, in this context, the classic case of Japan which depended heavily on 
land taxation for its initial industrial development. Arthur Lewis states : 


p, 261 . 

Prof. Raj makes a distinction between the generation of income and its accrual 
and points out that his estimates relate to the former. For all practical purposes we as- 
sume that the income generated in the holdings of mediuqi-sized and big farmers has also 
accrued to them, 
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If it is desired to accelerate capital formation at a time when profits arc still a small pro- 
portion of national mcome there is in practice no other way of doing Hits than to levy sub- 
stantially upon agriculture, both because agriculture constitutes 50 to 60 per cent or more 
of the national income, and also because levying upon other sectors is handicapped by the 
fact that it is desirable to have these other sectors expand as part of the process of economic 
growth The model of how it can be done is provided not by the U.S.S.R. but by Japan,’^^ 

India's Planning Commission also seems to have thought on these lines. 
It observed : 

..Jt may be recalled that^ in countries which are largely agricultural, and in which 
transactions involving money are a smaller proportion than in more industi ialised sy ‘items, 
land has been traditionally an important basis for taxation, In Japan, when its programme 
of industrialisation was being initiated in the 1876’s, taxation of land yielded as much as 13 
per cent of the value of the gross agricultural produce; even thirty years later, when other 
forms of taxation had developed, land tax occounied foi nearly half of the total tax revenue 
of the Government. Thus, in a sense, it was taxation uf land which in Japan provided the 
initial resources required for development. 

There is, of course, substanliai truth ia this line of argument; but any in- 
judicious interpretation and hasty implementation of such a policy is bound 
to have serious repercussions on the growth of the economy. As the emphasis 
on industrialisation has been often carried to such an extent as to give an 
impression that industrialisation is synonymous with economic development^ it 
may be useful to point out the invariable interdependence of agriculture and 
industry Firstly, in the transitional period of industrialisation, agriculture 
has to provide adequate food supplies to meet the requirements of growing 
urban population and thereby conserve the foreign exchange sorely needed 
for capital imports. It is obvious that a country with inadequate internal pro- 
duction has to import foodgrains on a large scale; and industry which is still 
in its infancy cannot be expected to provide a sufficiently large and productive 
base to earn enough foreign exchange to defray the cost of imported food- 
grains. 


Arthur Lewis, r//c Theory of Economic Growth, Richard D. Irwin, Inc„ Homewood, 
Illinois 1955, p. 231. 

The First Five- Year Plan, P'anning Commission, Government of India, 1951, p. 50, 

A brief but comprehensive account of the relative merits of emphasising the role 
of agriculture or industry in the initial period of a country's economic development is given 
in Gustav F, Papanek, Development Problems Relevant to Agricultural Tax Policy, ” 
Papers and Proceedings of the Conference on igricultiiral Taxation and Economic Develop-^ 
menf eds. Haskell P. Wald and Joseph N. Froomkin, Cambridge, Massachusetts, 1954, 
pp, 190-95 ; also vide, Bhabatosh Datta, The Economics of Industrialisation, Second Revised 
Edition, The World Press Private Ltd., Calcutta, 1957, pp. 143-48. 
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Population increases, urbanisation, and increased foreign exchange requirements for fixed 
and working capital are all thus likely to conspire to exert a peculiar pressure on the agricul* 
tural sector in the transitional process. Put another way, the rate of increase in output in agri* 
culture may set the limit within which the transition to modernisation proceeds.^ 

Secondly, the agricultural sector provides a vast market for the industrial 
products because the farmers require various consumer goods for their daily 
consumption and producer goods for farm production. The agriculturists 
with rising incomes consequent upon increasing productivity may therefore 
give an impetus to the nascent industrial sector. But the rise of agricultural 
productivity itself largely depends on an adequate supply of faun implements, 
fertilisers, and so on, and this in turn makes it necessary to develop industries 
which can supply such agricultural requisites. Thirdly, when the industrial 
sector starts developing, it requires an expanding labour force; this supply 
can be drawn from agriculture, only if the latter is capable of adopting capital 
intensive techniques. It is thus clear that the growth of the industrial sector is 
inextricably bound with that of agriculture. Without the foundation of a strong 
agricultural base the edifice of industrial development just cannot be built. 
Even this, though necessary, is not sufficient because, 

economic development is the combination of various variables like agriculture, industry, 
trade, transport, technical progress, capacit> to innovate and adapt to new circumstances. 
It is difficult to pick up separately either agriculture or industry or both, if other things are 
not equal, as leading to economic development. Thus attempt at rapid industrialisation, in 
the absence of other things, may create imbalance in the economy and thus do more harm 
than good.'^^ 

Our experience during the Secand Plan period provides an eloquent testimony 
to what we have pointed above. It is, however, gratifying to note that in the 
Third and Fourth Five Year Plans the strategic role of agriculture in the crucial 
period of economic development has been duly stressed. The Planning 
Commission observes : “ More than any other factor, the success of the Third 
Plan will turn on the fulfilment of its agricultural targets.”^^ therefore, the 
objective of industrialisation cannot be emphasised to the comparative neglect 
of agricultural development, it cannot also be argued that agriculture should 
bear a far heavier tax burden than it can normally bear. Here, let us examine 
the case of massive land taxation in Japan which has been often strongly ad- 
vocated in this respect. 

Since a detailed examination of various factors that brought about the 
economic development of Japan will take us far afield, we briefly examine the 


20 W. W. Rostow, The Stages of Economic Growth, The University Press, Cambridge, 
i960, p. 23. Italics mine. 

21. V, S. Mahajan, "The Role of Agriculture and Industry in Economic Development’ ^ 
AlCC Economic Review, Volume XIII, No. I, 22nd May 1961, p. 29. 

22 Third Five Year Flan, op, cit,, p. 303. 



the case forenhanobmeni of band revenue 149 
i«i 9 nt niie^tions namely (a) what factors enabled the Meiji Governinent 

oS amSSaa^SSue'frL aploEltare,® what were 

S such a policy? and (e) is it feasible to adopt a similar method in India at 

preseat? 

The study of Japan’s economic development reveals that the growth ot 
agriculture preceded that of iadustrialisation. 

The founding of large-scale industry in Japan atiracted Tgood dLl 

implications, and the striking contrast ,t offered with “asic eLomy- 

of attention from the outside world. But .twas he “Lh ^counted for 

iricultureand small scale industry built on traditional 
most of the growth of national productivity and income during tl . p 

A similar view is expressed by Rostow when he says, “ '^rgrJ 

was made possible by a series “f 

Srd by mom Ln 153 per cent, raising .he productivity of ‘I"?* 
on the land by 163 pet cent. Again, the bulk of this 

ductivity occurred during the last twenty years o 

S working population declined by aT.! goes to 

per cent and agricultural labour The abolition 

fndicate a remarkable rate of increase in the agricultural 

of the feudal system,® the spread of advanced ® ^ nal facili- 

the supply of improved seeds and fertilisers, the provision . 

112, 3 so on, had brought about this substantial rise m the productmty of 

agriculture. Moreover, 

the «..u„ Of .he» cuges i. “S'- 

characteristics of Japanese agriculture. . considered while per-acre yields 


z rd... qfter the fall of the Shogunatc regime. 

the Mclli em. »4 the tnmsi.io.l P«i=d ma, he 

“wJS ‘i w. “ Sd'. n"r bUL, »/ dsE-. Pti»-o. UuiversiW 

Press Princeton, New Jersey, 1954 , p. 25 . 

'T Tk™““ Jud worm wld i- “siji l-P-n-, 

z/ irvi h ^ VNTTX No 4 November 1953, pp* 314-/Z. 

m Asmcl »/ 



AGRICULTURAL TAXATION 


Thus the rising agricultural productivity and the comparatively small 
amounts of capital outlay required for the advancement of agriculture can be 
said to have enabled the Government to raise a substantial revenue from agri- 
culture, It is interesting to note a broader explanation in this respect given by 
John E. Orchard. 

The Japanese economy had the great advantage also of being small, compact, homoge- 
neous. It was manageable. The benefits of innovations could spread quickly to all parts Of 
the economy. The people were virile and vigorous as was revealed by the immediate popula- 
tion increase reacting to opportunity. The basic economy was responsive to stimulation. 
This dynamic character permitted heavy taxation on the land which in turn provided in the 
early decades the revenue necessary to build a strong government and to support construct 
ive enterprises looking toward industrialisation .29 

We may, therefore, conclude that owing to extra efforts taken in raising the 
agricultural output, certain advantageous factors which facilitated a quick 
growth of agriculture, and the dynamic character of the Japanese society, it 
was possible for the Government to levy a heavy land tax which was as high as 
63.7 per cent of total tax revenue in 1868, 93.2 per cent in 1873 and 83.2 per 
cent in 1877.30 

Now, let us briefly examine the effects of levying such an oppressive land tax. 
Of course, it greatly facilitated the Government in defraying a substantial 
part of its expenditure. But this policy seems to have inflicted undue misery on 
the farmers. The following passage gives a graphic account of the miserable 
conditions to which the cultivators were subjected as a result of the oppressive 
land tax. 

It was reported that, from 1883 to there were uiire than 367,000 cases in which agri- 
cultural producers suffered forced saL*s for arrears in the payment of the national or local 
land tax. The total amount in arrears was only 114 thousand yen or an average amount 
of 0'31 yen, while the total amount of the loss caused by the confiscation or auction of the 
land was 3,155 thousand yen or an average amount of 8.31 yen. In the single year 1884, the 
debt of the farmers increased by 150 million yen, and from that year to 1886, the sales of the 
land amounted to 180 million yen. The number of those who paid the tax from five yen to 
less than ten yen was 685 thousand in 1887 as compared with 877 thousand in 1883 
showing a sharp decrease of 192 thousand, or 22 per cent. Under these circumstances 
it was unavoidable that poverty prevailed among the small farmcrs.31 


29 John E. Orchard, “ Comments on ‘ The Economic Growth of Japan 1868-1938’ 
by William W. Lockwood, ” Conference on Economic Growth in Selected 
Countries, Japan, April 25-27, 1952, sponsored by the Committee on Economic 
Growth of the Social Science Research Coimcil. Mimeographed. 

30 Molokazu Kimura, ‘^Fiscal Policy and Industrialisation in Japan, 1868-95”, Con- 
ditions for Direct Taxation and Other Essays, The Science Council of Japan, Division of 
Economics, Commerce and Business Administration, Economic Series No. 17, Tokyo, Japan, 
March, 1958, p. 77. 

31 Motokazu Kimura, op. cif., pp. 83-84. 
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Such an appalling impoverishment of agriculturists hampered the normal 
growth of endogenous market, and as a result, the industry had to depend 
heavily upon exogenous market which was artificially^ created by the Govern- 
ment. Again, it has been pointed out that the growing agricultural productivity 
during the transitional period was a short-run phenomenon and, that no found- 
ation was laid for a long-term and self-sustained agricultural growth. 

After 1920, Japan faced stagnation in the volume of agricultural output as well as yield 
per unit of land. . . from the long term standpoint, heavy application of artificial manure 
against a background of fodder scarcity leading to shortage of liveslocic and night soil, 
resulted in distortions in the organic composition of soil which restricted the possibilities 
of continuous rise in output based on the application of the same practices over and over 
again, 33 

Lastly, the high land taxes and heavy rents paid by tenants led to growing 
unrest, and at times made the peasantry rebel against the Government, as for 
instance in 1877. 

From the preceding analysis it is clear that Japan’s case is not worth emu- 
lating in India. Firstly, the conditions which were peculiar and advantageous 
to Japan do not exist in India. Secondly, even if the conditions were to be the 
same, any resort to massive land taxation is not desirable because it will 
adversely affect the growth of a strong and viable agriculture. Thirdly, such a 
policy is neither feasible in a democratic State nor consistent with the objectives 
of a Welfare State. All the same, it is necessary to point out here that the argu- 
ment developed above is intended only against a massive land taxation, but 
not against a moderate and equitable enhancement of land revenue. Nor does 
the present argument ignore the inevitability of industrialisation which is as 
essential to remedy the maladies of agriculture as a strong agricultural 
base is necessary for rapid industrialisation. 

Having made clear the dangers of overemphasis on industrialisation to the 
comparative neglect of agriculture, we may also point out the advantage of 
imposing a little more taxation on agriculture than on industry during the 
initial period of India’s economic development. The advantage lies in two 
directions. Firstly, agriculture is still a way of living to a large majority of the 
farmers and not a business highly sensitive to profit margins. Hence, even if 
land revenue is made a little heavier, the incentive to produce will not be curbed, 
whereas heavier taxation on industry will presumably adversely affect the in- 
centive to produce more as well as the incoming of new enterprises. Secondly, 
in a growing economy it is essential to maintain a high rate of investment which 


32 Ibid., p. 88. 

33 Sipra Das Gupta, “Agrarian Organisation and Industrial Growth, The Case of Japan’^ 
The Economic Weekly ^ Volurrie XTII, No. 25, June 24, 1961, p. 952. 
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sitates the mobilisation of a considerable part of increasing in- 
it affecting at the same time the private investment. Since the 
consume is greater while the propensity to invest is less in the 
iltural classes than their industrial counterparts, it is desirable 
-in Tne'dvefaTI interest of economic development to impose relatively heavy 
taxation on agriculture in order to channelise a part of the accruing incomes 
into productive investment. 

The foregoing analysis leads us to conclude that while the case for massive 
land taxation in order to bring about rapid industrialisation is just not tenable, 
there is nevertheless a case in favour of imposing somewhat higher taxation 
on agriculture, because such a policy (a) will help the rate of growth of capital 
formation, and (b) will not affect the agricultural production. 

Now, let us pass on to the last argument. 

5. Public Expenditure on Agricultural Development 

Yet another way, perhaps a stronger and more logical way, of arguing in 
favour of enhancing land revenue is to relate the case under discussion to the 
enormous amounts of public expenditure incurred on agricultural development. 
Ever since the launching of the First Five Year Plan in 1951, capital outlay 
on agricultural development has been mounting; but the goal of the desirable 
growth and level of development is still at a great distance. It is, therefore, 
necessary to intensify the developmental efforts so as to build up a dynamic and 
viable agriculture which will give the agricultural classes a fair standard *>f 
living and free the urban population from inflation. Rapid execution of agri- 
cultural programmes and adequate supply of agricultural requisites will de- 
pend on the amount of investible funds in the hands of the Government. It is 
therefore inevitable that the agriculturists may have to bear greater tax burdens 
if quicker agricultural development is to be achieved. It will be useful here to 
review briefly the amounts spent and the results achieved in this respect. 

Table 33 gives an idea regarding the magnitude of the amounts spent on agri- 
cultural development in the First and the Second Plans and the estimated cost 
of the programmes in the Third Plan. It is clear from the table that 
more than 20 per cent of the total outlay of the Plans is spent on agricultural 
development. The total expenditure on the relevant heads of development 
has increased from Rs. 721 crores in the First Plan to Rs. 940 crores in the 
Second Plan and is further expected to rise to Rs. 1,722 crores in the Third 
Plan. Besides what we have shown in Table 33 large amounts are being spent 
on rural electrification, village industries, roads, and so on. And it is needless 
to point out that huge sums are being spent on steel plants and fertiliser facto- 
ries which win be able to meet the needs of the farmers. Table 34 embodies 
the results of the progress achieved during the First and Second Plans and the 
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AGRICULTURAL DEVELOPMENT DURING THE FIVE YEAR PLANS 
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targets to be realised under the Third Plan. It is clear from the table that the 
production of foodgrains has increased by 46 per cent during the last decade, 
while the percentage increases of cotton, sugarcane (gur) and oilseeds are 76, 43 
and 39 respectively. The total irrigated land has increased from 51 *5 million 
acres in 195-51 to 70-0 million acres in 1960-61, and additional 20 million 
acres ore expected to be brought under irrigation during the Third 
Plan. The consumption of nitrogenous and phosphatic fertilisers has 
increased from 62 thousand tons in 1950-51 to 300 thousand tons in 1960-61, 
while 4,000 seed farms have come into existence during that period. The 
Community Devlopment Schemes have been extended to 368 thousand villages 
during the last decade, covering a population of more than 20 crores; by the 
end of the Third Plan, it is estimated that 550 thousand villages and about 36 
crores of people will be benefited by these schemes. Similarly, short-and medium- 
term loans have increased from Rs. 22*9 crores in 1950-51 to Rs. 200*0 crores 
in 1960-61, and are expected to rise to Rs. 530 crores by 1965-66. Again, the 
number of towns and villages electrified has increased from 3,700 to 23,000 
during the period of the first two Plans; the number is expected to go up to 
43,000 by the end of the Third Plan. All these are indeed astounding achieve- 
ments in themselves but when viewed against the massive needs of the bulk 
of our population, they only touch the fringe of our economic problem. Hence, 
the stepping up of the present development efforts to a much higher level is 
essential. Even to induce more private investment in agriculture, it is necessary 
that large-scale public investment in social overheads should take place because 
this will greatly counteract the harmful effects of the vagaries of nature and thus 
create a favourable atmosphere for private investment. It is also pointed out 
that the influence of agricultural prices on production and private investment 
is secondary to that of public investment in overheads.^^ As long as the risk and 
uncertainty continue to surround agriculture, mere price increases are not likely 
to stimulate private investment. All these factors underline the significance 
and need of building up more and more social overheads so as to take agri- 
culture out of its present rut. This, in turn, necessitates much higher taxation 
on farmers. 

Here, we may also take into account the criticism raised in the context of 
various developmental activities. It is often pointed out that a major part of the 
developmental outlay is being squandered away, and that the benefits arising 
out of what little is spent go mostly to the richer classes. Of coarse, any waste- 
ful expenditure needs to be avoided or at least minimised; but this should not be 
made a pretext for not proceeding with further and larger plans. It is also 
likely that in most cases the richer classes derive relatively more benefits from 


34 G. Parthasarathy, “Agricultural Prices and the Plans''. The Economic Weekly^ 
Volume Xin, No. 23, 10th June 1961, p. 893. 



156 


agricultural taxation 


various agricultural prograniraes. The Team for the Study of Community 
Projects and National Extension Service observes : 

la nearly all the facilities that have anything to do with agriculture and animal husbandry 
one notices that there is a direct relationship between the size of land holding for a group 
and the proportion of respondents from that group that derive benefit from the particular 
facility. Thus we see that 66 per cent of the large owner-cultivators, 46 per cent of the medium 
owner-cultivators, and 22 per cent of the small owner-cultivators derive benefit from the 
programme of improved seed supply. The same is found to be true about manures and fertili- 
zers, improved methods of cultivation and pesticides. This implies that the better-off group 
of farmers tends to be represented in higher proportion among the beneficiaries of agricul- 
tural facilities. In other woids, the better-off a cultivator is, the more likely is it that he will 
figure in the list of beneficiaries from project programmes.®® 

The passage quoted above only shows that even from the point of view of 
public expenditure Oil the development of agriculture, the richer classes of culti- 
vators are better off. This f urther underscores the imperative need of intensi- 
fying our developmental efforts so as to ensure a quicker progress and more 
equitable distribution of the benefits of rural development. In order to quicken 
the pace of developmental etlort, it is necessary that a higher revenue should 
be raised from agriculturists and that the richer classes should be made to 
bear a larger share of it. 

6. Concluding Observations 

In the previous and present chapters we have examined the case for enhance- 
ment of land revenue from six points of view with the help of the available 
data. Generally, it is found that the case for increasing land revenue is not so 
strong in respect of cultivators with small and uneconomic holdings, not so 
much on the grounds that they are poor, but due to certain factors such as 
their inability to realise substantially the gains incidental to the rise in agri- 
cultural prices, their incapacity to derive adequate benefits out of public ex- 
penditure on agriculture, etc. On the contrary, the richer classes among the 
agriculturists have been greatly benefited in more than one way since the Second 
World War, without at the same time bearing their due share of tax burden. It 
may, therefore, be concluded that there is a case for enhancing land revenue 
rates only when the present regressive structure is reorganised on progressive 
lines so that the increased burden of land revenue is equitably distributed. 


dS Report of the Team for the Study of Community Projects and National Extension 
Service, Volume II, Committee on Flan Projects, New Delhi, November 1957, p. 101. 
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ALTERNATIVES TO THE PRESENT LAND REVENUE SYSTEM 

1. Recapitulation 

We can briefly sum up the results of our study in the preceding three Parts 
as follows. Part One points out the necessity of re-examining the Raiyatwari 
land revenue system in the context of historic conversion of all non-Raiyaiwari 
tenures into Raiyatwari tenure in India in the post-Independence period. Part 
Two pinpoints the inherent defects of the land revenue system-inequity, inelasti- 
city and non-uniformity— and thus underscores its structural refona. Part Three 
brings out the static state of land revenue in the fiscal system of the States. 1 1 
also examines the case in favour of enhancing land revenue, and discloses how, 
from the financial point of view, land revenue reform is overdue. All this 
stresses the significance of, and paves the way for, land revenue reform. 

2. A Prologue to Land Revenue Reform 

Changing times necessitate such changes as are suitable to the current times 
in any walk of life — economic, political or social. The avowed objectives of 
these fields should have a strong bearing on the current policies laid down by a 
country, and mould them in the desired direction. Any lagging in time in render- 
ing the policies objective-oriented will stultify the very ideals to which a country 
is pledged. If this is so, the strucure of our taxes should conform to tax ideals such 
as productivity, flexibility, lessening of inequality, incentives to production, 
and so on. In short, the taxes should be in consonance with the objectives 
of our planned development. 

It is in this context that our approach to land revenue refonn derives its 
significance. Land revenue, the major tax of the agricultural sector which yields 
approximately 50 per cent of national income, touches the bulk of the agri- 
cultural population and fetches about 100 crores annually to the exchequer. 
As pointed out elsewhere, it still constitutes one of the principal taxes despite 
the decline of its dominant position in the Stales’ fiscal systems. All this makes 
it necessary not to leave land revenue in its present plight. 

As we have already noticed, the current land revenue system has been pri- 
marily a product of the haphazard and time-serving airangements made by 
the British rulers.”^ Any continuation of such a system is not in keeping 
with the present conditions of changing India. For more than half a century 


1 N. N. Natarajan, “ Taxation of Land and Agricultural Incomes ”, Imikm Journal 
of Agricultural Economics, Volume V, Conference Number, March 1950, p. 201, 
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land revenue reform has been in the air. Almost all the committees, commissions 
and individual experts in the field have condemned land revenue as an out- 
moded levy. 

But almost all of them have sounded a note of caution and contented them- 
selves with suggesting changes within the system without making any bold 
departure. Their approach has been largely governed by (a) the inability of any 
alternative to fetch the same revenue and (b) the fact that most of the alter- 
natives were found to be equally defective. This clearly shows that the current 
method of levying land revenue has continued till now not because it possesses 
any inherently indomitable virtues, but because of the absence of a suitable 
alternative, or rather, lack of bold initiative to find such an alternative. This 
proves that the existing system of assessing lands — be it on the basis of net 
produce as in Madras, or personal impressions regarding profits of agriculture 
as in Bombay — is not infallible. If so, why not rationalise it by departing from 
its present irrational position? 

Apait from this, the major problem of finding resources foi the Five Year 
Plans makes it imperative to direct our additional tax-effort to the agricultural 
sector which has been so far relatively untouched while the urban sector has 
been saturated, at least statutorily, by the recent inti eduction of certain taxes 
as well as the heavy rates of existing taxes. Even if there is scope for additional 
taxation in the urban sector, it is necessary to wring the agricultural sector 
fof course along with the utban sector) to yield moie revenue because of the 
sheer necessity of (a) mobilising the much-needed financial resources from all 
the possible sources, (b) distiibuting the tax burden equitably on all sectors of 
the economy and on all sections of the community, and (c) helping the growth 
of industrialisation. 

Of course, at present levels of income, any additional taxation is bound to 
be burdensome but there is no escape from it as long as we want rapid econo- 
mic development. Initial suffeiing is a necessary price to be paid for future 
prosperity. No new creation is sudden or accidental but is preceded by certain 
amount of sacrifice. A seed has to wither away before giving rise to a cheerful 
sapling. A woman has to risk her own life to give birth to a hopeful child. So 
also a nation has to make sacrifices initially to build up a good future. As long 
as the tax burdens do not press too heavily upon the bare necessities and as long 
as they are equitably distributed, there is sufficient justification for such initial 
sufferings. 

In short, the problem of land revenue reform simmers down to (a) rationalisa- 
tion of the present land revenue system, and (b) securing more revenue for our 
developmental plans. 

Our approach to land revenue reform is as follows. We shall first review some 
principd land tax systems drawing upon foreign countries’ experience and exami- 
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ning their suitability to our own conditions. If we fail to find out an effective 
alternative to the present system, we proceed to consider whether the existing 
land revenue system, if duly modified on the lines already suggested by various 
committees and commissions, rises to the requirements of our definition worked 
out in Part Two. If we find that the changes suggested are incapable of curing 
land revenue of its glaring defects, we then make an attempt at constructing 
an appropriate land revenue system which is free from the drawbacks found in 
the current land revenue system. 

In the present chapter we examine different land tax systems with a view to 
finding out whether the existing method of levying land revenue can be effect- 
ively replaced by any other. Since some of these alternatives have been ex- 
amined by authoritative committees in the past, it contents us to pass the same 
under rapid review; we have, however, dealt with, at some length, the tax on 
capital value of land and the agricultural income-tax which have been often 
strongly advocated in this connection. 

3. Tax on Capital Value of Land 

Levying a tax on land on the basis of its capital value or its selling value in 
the market is sometimes put forward as an effective alternative to t he present 
land revenue system. Such a tax may be assessed on the capital value of land 
alone, or may form part of general property taxation^ as in the United States, 
or may be confined to only unimproved or public value of land (f. e., such part 
of the value of land which is not due to individual efforts) as in Australia. The 
valuation of land necessitates detailed data regarding ‘‘ the quality of the soil, 
the topography of the field and the location as related to climate, irrigation, 
and accessibility to markets.”^ We have, of course, well-maintained cadastral 
records which would furnish the information required for the valuation of land. 
The chief advantages claimed for this system can be briefly listed as follows : 
(0 the rate structure can be progressivised; {ii) it will do away with the laborious 
process of present assessments and will be merely confined to valuation of land; 
(in) this valuation of land will be useful in administering other taxes like death 
duties; (iV) it will bring in uniformity; and (v) the poorer classes get exempted. 


2 In the United States property taxes apply to three classes of property : (1) real estate, 
including land and improvements thereon; (2) tangible personal property; and (3) intangible 
property such as bonds, notes, and bank deposits. In some states the property tax is limited 
to real estate and in others there is a strong tendency for it to become a tax on real property. 
Policy in regard to the taxation of tangible personal property ranges all the way from attempts 
to include virtually all categories to complete exemption. There are also marked differences 
in the treatment of intangible property ; in a number of states income-taxes have replaced all 
other taxes on intangibles. See, Lewis H. Kimmel, Taxes and Economic Incentives^ The 
Brookings Institution, Washington, D. C„ 1950, p. 156. 

3 H. P, Wald, Taxation of Agricultural Land In Undeveloped Economies, op. cit.^ p. 29. 
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But the verdict of history^ is against this tax system, while the growth of the 
theory of taxation has rendered it inappropriate. Almost all the experts in the 
field have vehemently denounced this mode of taxation both for theoretical 
and practical reasons. From the theoretical point of view, it is rightly pointed 
out that the capital value of land is an inappropriate basis of taxation because 
there is no reliable relation between the capital value of a piece of land and 
its annual value. The former not only varies with the rate of interest, but often 
gets inflated owing to certain factors such as excessive competition for land 
consequent upon the pressure of population. Again, mere possession of pro- 
perty is not a fair gauge of taxable capacity and the tax which “ falls on capital 
in the strict sense must diminish the sum of the community’s wealth, a process 
that cannot continue indefinitely.”^ It is further pointed out tint a tax on capi- 
tal value of land acts as a deterrent to production as there is no incentive to 
improve the land lest it would be liable to higher taxation. Levying a tax 
on capital value of land also amounts to penalising those who labour hard to 
effect improvements in their property and rewarding those who are sluggish 
and unenterprising and do not take pains to improve their land. The other set 
of objections springs from the practical difficulties encountered in the actual 
process of administering this tax. The American experience in this respect 
reveals that, quite contrary to the expected advantages, property taxation 
suffers from several defects^ such as(/) regressivity, (ii) non-uniformity, (iil) non- 
conformity to the changes in paying capacity, (/v) diversity between assessment 
law and administrative practice and (v) lack of universality. 

3* i Regressivity 

Several studies of property taxation in the United States show that the pro- 
perty taxes do not conform to the principle of ability to pay. Seligman, a vehe- 
ment critic of property taxation, marshals evidence from various official docu- 
ments to show how inequitous this tax proved to be in actual practice. The 
following passages throw light on this point. 

T he class of property that escapes taxation most is the class of property that pays the larg- 
est dividends.'^ 

The property of the small owner, as a rule, is valued by a far higher standard than that of 
his wealthy neighbour.^ 


4 A classic account of the origin, growth and short-comings of property taxation in the 
United States as well as in the continental countries is given in E. R. A. Seligman, “ The 
General Property Tax ”, Essays in Taxation, Tenth Edition, The Macmillan Company, 
New York, 1925, pp. 19-62. 

5 C. F. Bastable, Public Finance, Macmillan and Co., Limited, London, 1922, p. 470. 

6 A voluminous literature has come into existence on the subject of the failure of property 
taxation in the United States. We have, however, drawn the required evidence mainly from 
the bulletins of different State Agricultural Experiment Stations embodying the results 
of scientific investigations conducted in this respect. 

7 Biennial Report of the Auditor of Iowa, 1880-81, p. 6. 

8 Biennial Report of the Auditor of Kentucky, 1887, p. iv. 
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In every portion of the state wc find the most unproductive property, and that of the iov/est 
real value, assessed at the highest ratio. The rule holds good that those who have to battle 
hardest with life for subsistence, arc compelled to pay the most onerous taxes on the real 
value of their property.^ 

The validity of the official statements quoted above was not confined to the 
nineteenth century. The later studies of property taxation reveal that the legres- 
sivity has been the perpetual defect of property taxation in the United States* 
For instance, in a bulletin of the Maine Agricultural Experiment Station, 
Orono, it is observed : 

The assessments of small farms were relatively higher than assessments on large farms. 
Farms valued at less than $ 5,000 were assessed about 40 per cent of their estimated value 
while farms valued at $ 40,000 or more were assessed about 25 per cent of their estimated 
value. Assessment of personal property showed the same situation; on farms valued at 
less than $ 5,000, personal property was assessed 26 per cent of its estimated value while on 
large farms it was assessed at less than 10 per cent of the estimated value. In some towns it 
was difficult for the select men to assess large farms as they had little or no basis for 
comparison. Many discrepancies exist in assessments and they cause much injustice to 
farmers, especially those with small businesses.^® 

Similarly, the bulletin of the Maryland Agricultural Experiment Station 
states : 

Many studies have shown that the assessment of farm real estate is regressive; that is large 
valued properties are assessed at lower ratios to sale price than is true for small valued pro- 
perties. Data for the several counties of Maryland indicate that farms selling for less than 
$ 1,000 were assessed from 50 to 100 per cent greater, in proportion to value, than farms 
selling at $ 10,000 or more. Coefficients of dispersion and variability were quite high and, 
in most instances, were higher in the case of smaller size values.^ ^ 

It is thus clear that property taxation in practice tends to be regressive owing 
to numerous difficulties involved in ascertaining the correct market or selling 
value of the property. It seems that the legal basis, viz., full cash value, and the 
assessing procedure are too complex to determine the individual farm 
assessments accurately. Again, lack of adequate information and experience 
often tempt the local assessors to either copy existing assessments without 
change or use a simple and rough guide in assessing the property. “This 
suggests that either the method of assessing should be changed or else the 
legal basis for determining assessments should be modified.”^^ 


9 Report of the State Assessors of New York, 1873, p. 9. ( 7 to 9 quoted by E. R. A. 
Seligman, Essays in Taxation, op. cit., pp. 28-29.) 

10 Charles H. Merchant and Merton S. Parsons, Farm-Property Taxation in Maine, 
Bulletin 366, University of Maine, The Maine Agricultural Experiment Station, Orono, June 
1933, p. 250. 

11 W. M. Paul Walker and Earl E. Miller, Measuring Inequalities in Farm Property Assess- 
ments in Maryland, Bulletin 435, The University of Maryland, Agricultural Experiment 
Station, College Park, Maryland, July 1940, p. 13. 

12 W. M. Paul Walker and Earl E. Miller, op. cit., p. 34. 

^ 21 ,. 
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3*2 Noft'^Umformity 

Property taxation in. the United States is inequitous from yet another point 
of view; the manner of assessment as well as the rates of assesment dijRFer in 
practice so widely that two pieces of real estate in the same general locality 
having the same sale value often get assessed at different levels. This obviously 
violates the rule of equality in taxation. Seligman observes : 

In regard to the manner, it frequently happens that corporation property, e. g. the roadbed 
of a railway, is assessed in one county at an immense sum per mile and is treated in the adja- 
cent county like a piece of grazing land. In regard to the rate, the assessors follow the practice 

sanctioned by local usage, or decide by mere caprice In one county the property is listed 

at its full worth; in the next county the assessment does not exceed a tithe of its value 

As between counties it leads to undervaluations which give an entirely fallacious view 
of the public resources; as between individuals it results in gross injustice. A tax rate of a 
given amount on one may be double, quintuple, or decuple the nominally equivalent tax on 
another. The first constitutional injunction — that of uniformity of taxation— is flagrantly 
violated.^® 

3.3 Non-conformity to the Changes in Paying Capacity 

This defect of property taxation is well brought out in the bulletitf^ of the 
Texas Agricultural Experiment Station. The study of the trend of farm taxes 
in Texas over a period of 56 years reveals that farm taxes and agricultural 
prices seldom moved together. In fact they have often moved in the opposite 
direction, accentuating the real burden in times of rising taxes and falling 
prices, and greatly diminishing the impact during a period of stable or de- 
clining taxes and rising prices. The tax-price ratio (which is obtained by dividing 
the tax index by the price index, and which shows farm-tax load) increased 
from 0.86 in 1919 to 5*06 in 1932, while the price index (with 1913 as 100) 
fell from 222 in 1919 to 51 in 1932. Again, the tax burden decreased from 
5*06 in 1932 to 0*87 in 1946, while the price index went up from 51 in 1932 to 
233 in 1946.^^ Thus it is clear that property taxation has failed to adjust itself 
to the changes in the paying capacity of the farmers. 

3*4 Diversity between the Assessment Law and Administrative Practice 

Another striking lacuna of property taxation is the persistent failure on the 
part of the administrative machinery to assess the property at its fair cash 
value, as is officially laid down. A study^^ undertaken in this respect for the 
State of Kentucky provides us with the data shown in Table 35. Tt is clear 


13 E, R. A. Seligman, Essays in Taxation, op, cit,, pp. 20-21. 

14 L, P. Gabbard and Rober G. Cherry, Trend of Taxes on Farm and Ranch Real Estate 
in Texas, 1890-1946, Bulletin 702, Texas Agricultural Experiment Station, July 1948. 

15 Ibid,, pp. 8-1 i. 

16 F. John Shannon, The Conflict between Law and Administrative Practice in Valuation 
of Property for Taxation in Kentucky, Published for the Bureau of Business Research by the 
University of Kentucky, Lexington, May, 1957. 
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from the table that a yawriiag gap exists between the actually assessed value 
and the market value of the property. Further it is stated in this study that . 


The extent of this administrative deviation from the market value standard hinges, m turn 
nrimarily on the dynamic fluctuations of the price level because of the essentially static 
nature of real property assessments. . . . It was this interaction of rapidly teal 

values and relatively rigid tax assessments between 1929 and 1933 that raised the general real 
IsUte assesSl^^^^^^ closest approximation of market value ... It was tks inter- 

action of steadily rising property values and relatively static assessments between 1933 and 
1952 that plunged real estate assessment ratios to their lowest level 


It is thus clear that only a part of the value of the property, and not its fair 
cash value, has been assessed all along. This persistent conflict indicates 
the presence of a pathological enforcement condition which may be due either 
to defective administrative machinery or an unrealistic political premise under- 
pinning the law, or both. Such a sharp conflict between law and adminis- 
trative practice raises a disturbing public policy issue, and renders the actions 
of the administrators Illegitimate and arbitrary 


Table 35 


average state-wide ratio of assessed value to MARKCT 

VALUE OF REAL PROPERTY ASSESSED BY COUNTY TAX COMMIS- 
SIONERS, KENTUCKY, 1938-55 


Yccit’ Ratio Year 


Ratio 


1938 

73 

1939 

72 

1940 

69 

194P 


1942 

60 

1943 

60 

1944 

56 

1945 

50 

1946 

46 


1947 

47 

1948 

43 

1949 

37 

1950” 

. . 

1951 

34 

1952 

30 

1953 

31 

1954 

34 

1955 

32 


A«:<;c<;<?ment ratio data unavailable. _ _ ^ 

fW Due to certain changes in the property tax calendar enacted by the 1949 General 
Asse^iy' no asl™ made on real property assessed by county tax com- 

SouS^f:” Researcif S?afF, Kentucky Department of Revenue. Reproduced in F. John 
Shannon, op. cit., p. 26. 


3-5 Lack of Universality 

It is also pointed out that the property tax fails to reach the personal pro- 
perty of the assessors. “ So far as it is intangible, personal property escaped 


17 Ibid., p. 27. 

18 F. John Shannon, op. cit., p. 1. 
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the scrutiny of the most vigilant assessor; so far as it is tangible, it is purposely 
exempted in its chief form, as stock in trade, in our corainercia centres. Thus 
the general property tax fails to make personal property hear its just P^porbon 
of the tax burdras and militates against the principle of universahty of taxatoon. 

All these glaring defects of property taxation have been well summed up 
by Professor Clarence Heer in the following words : 

As every one knows, *® P™°PS'lT^?!^t^e‘jack'crfuniforraityaM precision in assessments, 
storing the general property effec iveiy the la.k^ 

the escape of intangibles and 0.*®^ fdete to make the general 

strative difficulties connected th failure of’ general property tax adequately 

property tax both unequa ^nd regress. w^ TOeJailme ^ of correspond- 

rnrb^\^’^lnThfrkI^^^^^^^^^^ ^i^ldV capacity contribute 

toward further violations of the ability formula. 

An important fact to be borne in mind is that there have been several attenipts 
to remove some of the glaring defects of property taxation. State Equalisation 
Boards were set up in order to remove inter-county differences in assessments, 
when these turned out to be not so effective. State Tax Commissions were 
instituted to supervise local assessments and ako to assess certain properties 
in the first instance. Again, several States have either prescribed maximum rates 
of property tax, or imposed a limit on the increase of assessment over the 
preceding year. Theie have also been some attempts to classify property for 
tax purposes, as various forms of property cannot be taxed uniformly without 
giving rise to injustice. But none of these measures could infuse equity into 
property taxes with any significant success.^i The Maryland Commission ^ 
far back as in 1888 observed : “ The truth is, the existing system is so radicaUy 
bad, that the more you improve it the worse it becomes.’ This remark obviously 
holdsgoodevenatpresent. The preceding analysis of the working of property 
taxation makes us readily agree with Seligman when he says : the general 
property tax as actually administered is beyond all doubt oue of the worst 
taxes known in the civilised world.”® 

We have essayed above to point out the various defers of the property tax 
in the United States with a view to demonstrating how difficult it is even for an 
advanced country like America to administer this tax with any considerable 


19 E. R. A. Seligman, Essays in Taxation, op. cit., p. 23. 

* riarence Heer “ The Property Tax as a Measure of Ability , Viewpoints on Public 
ed. hSm. Groves, Vry Holt and Company. New York, 1947, pp. 49-50. 

21 See for instance, Beulah Lea Pardue, State Supervision of the Property Tax 
mpnts in Kentucky Published by the University of Kentucky, Lexington, Kenti^ky, 1 948 » 
H, A. E. Chandler, The Equalization of the Tax Burden in the State of New York, New York, 
1916; and F. John Shannon, op, cit, 

22 Quoted by H. A. E. Chandler, op. cit., p, 35. 

2a E. R. A. Seligman, Essays in Taxation, op. cit, p. 62. 
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degree of saccess. The experience of Australia as well as certain underdevelop- 
ed countries^^ such as Bolivia, Nicaragua and Chile also tells a similar story in 
this respect. 

The foregoing analysis leads us to conclude that, in actual practice property 
taxation suffers from inequity, inelasticity and non-uniformity; and it is these 
very defects which were found to be the most undesirable features of the 
Indian land revenue system. Hence, it may be stated that the method of levying 
a tax on the capital value of land is in no way superior to the present land 
revenue system in India. Moreover, most of these defects are likely to be 
accentuated if land revenue is converted into a property tax in India. The 
market for land which has always been sluggish has been rendered more so 
as a result of recent land legislation, especially controlled rents, tenancy 
reform, and ceilings on landholdings. The sale values are determined not 
merely by the intrinsic productive capacities of lands but also by several 
extraneous factors. For instance, the sentimental attachment to a particular 
piece of land often inflates its selling value. Again, it is a matter of 
common observation that the richer classes in villages not infrequently 
indulge in crude pleasure of thwarting their rivals’ chances of buying a piece 
of land at a reasonable price, by themselves bidding an unduly high price for 
that land. The statistics of land sales as registered in the Sub-Registiars’ 
Offices, therefore, do not provide a reliable basis for arriving at fair selling 
prices of lands. Nor will local enquiries be of much help in this respect. Levying 
a tax on capital value of land will, therefore, be a poorer substitute for the 
present land revenue system. Several authoritative committees in the past have 
also arrived at a similar conclusion. 

4. Redemption of Land Revenue 

This system involves subjecting land to a heavy levy once for all based on 
its capital value, and collecting the amount either in lump sum or in instal- 
ments. Once it is paid, the land gets redeemed from further taxation. Govern- 
ments normally resort to this method during grave emergencies which neces- 
sitate the incurring of huge expenditure. 

It was resorted to in England during the Napoleonic wars and also in Italy in the critical 
period preceding the declaration of Italian Unity, when a great part of the State lands and 
of the confiscated property of the ecclesiastical bodies was sold. In India redemption of 
the land revenue was resorted to on a comparatively small scale for some years after the 
Mutiny, and the result has been the creation of a number of revenue-free estates and the loss 
to the public revenues, in so far as they are concerned, of any part of the increment due 
to the advance in the value of land and the prices of produce.'^ 


3S4 See H. P, Wald, Taxation of Agricultural Land in Underdeveloped Economies^ op. cit.^ 
p. 28. 

25 Report 0 the Taxation Enquiry Committee^ 1924-25, Volume I, op. cit., p. 80. 
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Fiaaacial wisdom prima facie rejects any such recourse as it would result in 
an unjustifiable blocking of future revenue from redeemed lands; also, it 
would unnecessarily make future governments liable to breach of faith if 
they resort to taxing land out of current necessities. As we have noticed 
above, this method was resorted to only in grave crises. Such a situation 
does not exist in India today. Even if it is resorted to only in emergencies, 
what guarantee is there that graver crises would not be occasioned in future? 
Secondly, the majority of the cultivators will have either to fall into the grip of 
money-lenders if they desire to pay in lump sum, or mortgage their lands to 
Government if they choose to pay in instalments; in both cases, their 
borrowing capacity will be weakened and their hardships increased. Thirdly, 
the advantages claimed for this system are either superficial or insignificant 
in the current context. For instance, it is claimed that (/) it saves Government 
from periodical settlements and expenses of yearly collections, (z7) it provides 
a secure source of revenue which would be free from the vagaries of the 
season, and (///) it enables cultivators to effect improvements in lands without 
the fear of increased assessments. Modern Governments arc expected to face 
problems boldly instead of quietly avoiding them by resorting to simple 
and out-of-date methods. As for cultivators' incentives they are better 
achieved by other measures such as building up of social overheads and 
thereby reducing the risk and uncertainty that surrounds agriculture, a 
guaranteed price policy, and so on. The role of the land tax in this respect is 
of doubtful nature. 

Apart from all this, the redemption of land revenue necessitates the impo- 
sition of modern agricultural income-tax on the agricultural sector. Unfortun- 
ately, the circumstances obtaining in agriculture are not favourable for an 
effective imposition of this tax. Wherever it is imposed, the agricultural income- 
tax has failed in respect of productivity and equity. This we have discussed at 
some length in Section 8 of the present chapter and sub-section 2.1 of the 
following chapter. In view of all this, the redemption of land revenue is 
unthinkable. 

5. Sales Tax on Agricultural Produce 

One of the oft-suggested alternatives to the present land revenue system is the 
levying of a sales tax on the first sale of agricultural produce by the cultivator. 

Some proposals of this type were considered by the Madras Government 
in 1946, and it was estimated that a levy of sales tax at six pies (A e., half- 
anna) in the rupee will secure the same revenue as the land revenue assessment 
foregone. The details of the then proposed scheme were as follows : 

(a) abolition of the assessment on all dry lands; {b) splitting up of the consolidated wet 
assessment into assessment and water-cess and cancelling the former, all lands taking water 
from a Government irrigation source being liable to pay water-cess; (c) licensing of ah 
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dealers of agricultural produce and prescribing returns to be submitted by them; and 
{d) prohibition of sale by the primary producer to any but a licensed dealer.^^ 

The Commercial Taxes Department after certain reshuffling was expected 
to take over the administration of this tax. But the Board of Revenue as well 
as the Retrenchment and Reorganisation Committee in January 1948 re- 
jected the proposal. The Taxation Enquiry Commission, 1953-54, also did not 
favour this mode of taxation as an alternative to the present land revenue 
system. 

The Madras Land Revenue Reforms Committee, 1951, discussed the pros 
and cons of this system at some length. Let us briefly review the merits and 
demerits of this system. 

The chief advantages claimed for this system are that (/) it ensures auto- 
matic exemption from the levy to small cultivators who consume the bulk of 
their produce; (//) it lightens the burden of the normal revenue work, elimi- 
nates a large number of intricate Village and Taluk Accounts, and effects 
economy due to retrenchment of staff. The cost of the additional staff to be 
recruited in the Commercial Taxes Department would be considerably less 
so as to leave a net saving in expenditure. 

But its disadvantages seem to be formidable. (/) The revenue from this source 
would be subject to fluctuations depending on prices, and if revenue is to be 
maintained at a stable level, rates of levy would have to be increased at the time 
of falling prices and decreased during rising prices, which is obviously in- 
equitable and undesirable. (//} The canon of ability to pay would be seriously 
violated in practice as the sales tax would fall only on the produce marketed 
which does not bear any relation to tax-paying capacity. {Hi) The revenue would 
depend on a number of variable factors — such as the quantum of marketed 
produce, the amount for which it is sold, the varying market prices at the time 
of sale, etc. — which would provide plenty of scope for evasion. The efforts 
involved in looking into the cases of evasion, scrutinising the accounts and 
levying the tax will be disproportionately large, (/v) The cultivators would 
naturally resort to paying wholly in kind to their farm workers with the 
result that considerable amount of produce would escape taxation, ft is also 
quite possible that barter system may come into operation on a large scale, 
(v) In order to settle the disputes arising out of encroachments on land, and in 
view of the continuation of the policy of levying water cess, the present system 
of registry and land records will have to be maintained. As a result, there will 
be no real economy in staff and no worthwhile simplification of the accounts. 
iyi) Certain sentimental objections are also to be reckoned with. Taxation of 
food is against public opinion throughout the world. Also, compelling oulti- 


% The Land Revenue Reforms Committee^ Madras, Second Report, op. cit., p. 3, 
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vators to sell their produce only to licensed dealers gravely interferes with pro- 
ducers’ liberty and is totalitarian in its nature. It may, however, be pointed out 
that these objections pale into insignificance, if the system is otherwise sound, 
(v/z) The Madras Land Revenue Reforms Committee had also raised and dis- 
cussed constitutional objections in this respect. 

Apart from all these considerations we have to consider the effect of the provisions in Article 
286 (2) and (3) of our Constitution. Under the former, except in so far as Parliament may 
by law otherwise provide, no law of a State shall impose, or authorise the imposition of, a 
tax on the sale or purchase of any goods where such sale or purchase takes place in the course 
of Inter-State trade or commerce. Under the latter, no law made by the Lcgislatuie of a State 
imposing a tax on the sale or purchase of goods declared by Parliament by law to be essential 
for the life of the community will be eflective unless it has been reserved for the consideration 
of the President and has received his assent. Considering the fact that in nearly all countries 
where sales tax is levied food products have been exempted, the probobility is very high 
indeed that assent for sales tax on foodgrains, particularly in the shape of the proposal under 
consideration, would be refused.^' 


In view of these formidable difficulties this system cannot be adopted in 
lieu of the existing land revenue system. 


6. Fiscal Monopolies^ Marketing Boards and Multiple Exchange Rate Systems^ 


In a number of countries a substantial amount of revenue is obtained from 
the agricultural sector through fiscal monopolies, marketing of export crops 
and multiple exchange rates. These methods often ‘‘ involve concealed taxation 
of the agricultural sector and, to that extent, are similar to the taxation of 
agricultural produce.” Let us examine whether we can profitably adopt them 
in India. As all these are different species of the same genus, we have discussed 
them under one heading. 

6T Fiscal Monopolies 

At times Governments attempt to monopolise the sale of certain articles 
with a view to augmenting their revenues. Monopoly prices are so manipulated 
as to yield a net surplus to the exchequer. Since the First World War fiscal 
monopolies have been extended by European countries in a desperate struggle 
to raise revenues, but they are also quite common outside of Europe.^'^ In most 
of the Middle Eastern countries the cultivators have to deliver compulsorily 


27 The Land Re mine Reforms Committee, Madras, Second Report, op. cit., p. 7. 

28 This section is mainly based upon the article, “ Survey of Principal Methods of 
Taxing Agriculture in Underdeveloped Countries ”, by the Fiscal Division, Department of 
Economic Affairs, United Nations, published in Papers and Proceedings of the Conference 
on Agricultural Taxation and Economic Development, eds. H. P. Wald and J. N, Froomkin, 
Cambridge, Massachusetts, 1954, pp. 296-98. 

29 Ibid., p. 289. 

30 Alfred G, BueWer, Piihlic Finance, McGraw-Hill Book Company, Inc., New York 
1936, p. 190. 
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a part of the wheat crop to the government at a fixed price. Wheat is collected 
either by government agents or it has to be delivered at the government ware- 
houses by producers themselves. The wheat thus collected is processed into 
flour usually by government-owned mills and then sold to city bakers at a fixed 
price. In most of these countries, governments incur losses due either to the 
high cost of processing, marketing, etc., or to the low prices at which the 
product is sold to the bakers as a subsidy to the consumer. 

The sale of tobacco leaves is monopolised in Iran and Turkey in which the 
governments manufacture tobacco products like cigarettes in their own fact- 
ories and sell through franchised distributors. It is said that in Iran such pro- 
fits constituted as much as one-fourth of the budget receipts in some years. 
These profits are due partly to low purchase prices paid by government and 
partly to its functioning as an intermediary. Cotton, silk, sugar beets, tea and 
opium are among other products which have been monopolised from time to 
time in these countries. 

In India the policy of procurement of foodgrains was adopted during World 
War when foodgrains had to be produced by the Government both for de- 
fence forces and civil population. Even after the war this system could not be 
given up till 1954 due to an alarming shortage of food supply and the failure of 
the policy of progressive decontrol of foodgrains tried during the period 
November 1947 to September 1948. 

On account of the marked improvement in production, compulsory procurement out of 
the 1953-54 rice crop was progressively abandoned in several States from January 1954 on- 
wards. ... Ail controls on rice... were removed with effect from 10th July 1954. From 
that date, procurement, restriction on movement, price control and rationing virtually came 
to an end. 32 

The procurement methods adopted in different States differed but the main 
purpose behind all these systems was to evenly distribute food supplies to con- 
sumers, particularly to the most vulnerable sections of the community, and to 
maintain the price level. 

More recently the Government of India had put forward a scheme of State 
Trading^ in foodgrains, but it has been shelved owing to lack of administrative 
organisation, inadequate warehousing facilities and political pressures from 
vested interests. 

The brief account given above reveals that the primary purpose of fiscal 


31 A detailed account of the procurement of foodgrains in different States of India during war 
period is given in Sir Henry Knight, Food Administration in India, 1939-47, a Publication of 
the Food Research Institute of Stanford University, Stanford University Press, Stanford, 
California, 1954, Chapter 12, Foodgrains Procurement, pp. 149-77. 

32 V. M. Dandekar, Use of Food Surpluses for Economic Development, Gokhale Insti- 
tute of Politics and l^onomics. Publication No. 33, Poona 4, 1956, p. 7. 

33 A brief but comprehensive account of state trading in foodgrains is given in L. Narain, 
State Trading in Foodgrains in India, Shri Prakashan Publishers, Meerut (India), July 1959, 
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monopolies has been to safeguard the interests of consumers by eliminating 
middlemen, and the accrual of revenue has been relegated to secondary 
importance. The administrative machinery should be of a high order before 
contemplating any such measure. The defects of this system are overwhelming, 
and aie discussed under Section 7 below in order to avoid overlapping. 

6*2 Government Marketing of Export Crops 

In a number of countries, governments purchase crops from farmers through 
authorised marketing boards or government controlled organisations at fixed 
prices. The objectives of such Boards vary from "^securing revenues to the 
governments to achieving and maintaining price stabilisation, production 
efficiency, and social and economic welfare of the members.’’ 

Burma’s State Agricultural Marketing Board is a striking example in this 
respect. It purchases rice from the faimers well below the prices at which it 
sells in the export market. The profits thus obtained constitute the main part 
of the government revenue of Burma. Similar systems are also found in 
Argentina, West Africa and Uganda. In Nigeria, Togo and Ghana, the 
produce is compulsorily bought through licensed dealers at fixed prices 
and then exported. The primary purpose of the profits resulting out of these 
transactions is to maintain a stable price level; but, when considerable amounts 
get accumlated, the regional development boards make use of these pro- 
fits for developmental purposes. Thus, the West African agricultural producer 
is paid less for his produce than the export prices and is made to contribute 
to the public revenue. 

Firstly, this system presupposes a large exportable surplus without which 
it cannot be profitably implemented. Secondly, the country should command a 
regular and considerable international market for its agricultural commodities. 

In India only tea, coffee, sugar, and jute are available in large quantities for 
exporting; but these crops are efficiently grown in well managed plantations 
which easily lend themselves to modern and advanced techniques of taxation 
with the result that the adoption of this system becomes unwarranted. Besides, 
Burma is a small country growing paddy as its specialised crop, and its system 
cannot be easily adopted in India which is a vast country growing a variety 
of agricultural commodities. Moreover, this method amounts to only a 
partial taxation of the agricultural sector and in no way constitutes an alter- 
native to the present land revenue system. Of course, the government marketing 
boards can be set up in addition to present taxation as a socialistic step but not 
as a substitute to the existing land revenue system. 


34 Papers and Proceedings of the Conference on Agricultural Taxation and Economic 
Development, op. cit,, p. 297, 
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6.3 Multiple Exchange Rate Systems 

The application of multipie exchange rates, which are part of the exchange control policy 
m some soft-currency countries, particularly in Latin America, frequently contains a large 
element of taxation. Where a low rate is set for the export of agricultural produce, the 
difference from the official rate must be considered as a tax collected from the agricultural 
exporters.^*'* 

This system also depends on the exportable surplus and its place in the world 
market. The system of multiple exchange rates, when used against the agri- 
cultural exporters, sap their incentives to export, which is not compatible with 
the present position of foreign exchange. Such a system may also adversely 
affect the production of the commodities to be exported. 

It is needless to say that all these para-fiscal measures will not contribute 
to the solution of the problem under review, and at best they can be resorted 
to for regulatory purposes whenever circumstances demand such an action. 

7. Tax on Gross Produce 

The fruitless attempt to discover an effective aiternalive to the existing land 
revenue system often makes one hark back to the old simple method of collect- 
ing a certain share of gross produce on the threshing-floor. Gross produce 
had been the basis ofassessment in almost all the States in India before the more 
scientific methods were evolved. '' This method is still in vogue in Assam 
and the maximum limit of assessment, for any tract has been fixed at 10 per 
cent of the value of the gross produce of that tract.”'^^ Some countries have still 
retained this system of taxation though in different forms. For instance, 
agricultural land in Morocco is divided into eight categories according to 
productivity and taxed on the basis of gross output as shown in taxpayers' 
declarations.'’^^ 

The land tax in China is yet another variant of gross produce tax. After the 
beginning of the Sino-Japanese war in 1937, the Central Government resumed 
the collection of the land tax in kind ''at the rate of one-fifth of a picul of un- 
husked rice (1 picul = *05 metric ton) for every dollar of the tax paid in money 
before the war. Equivalency rates were similarly adjusted for other crops, such 
as cotton, wheat, etc.^’^^ Production is assessed according to cadastral records and 


35 Papers and Proceedings of the Conference on Agricultiiral Taxation and Economic 
Development, op. cit., p. 298. 

36 Report of the {Andhra Pradesh) Land Revenue Reforms Committee, l95o-59, Part IL 
Volumes {Hi), (iv) and (v), Land Revenue Department, Government of Andhra Pradesh. 
Hyderabad, 1959, pp. 462-63. 

37 Haskell P. Wald, Taxation of Agricultural Land in Underdeveloped Economies, op. 
cit., p. 33. 

38 Joseph N. Froomkin, Structure and Taxation of Agriculture in China ”, Papers 
and Proceedings of the Conference on Agricultural Taxation and Economic Development, op. 
cit., p. 418. 
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this presumptive assessment exempts any additional produce obtained due to 
efficient cultivation or favourable climatic conditions. Rates are progressivised 
in some areas after granting small exemptions on the basis of either the acieage 
of the farm plot or the number of family members.^^ 

A more recent example is that of Korea where “ Temporary Land Income 
Tax ” was enacted in September 1951, suspending the former Land Tax and 
Farm Income Tax as well as the provincial and local taxes on agriculture. 
Under the new tax the land is divided into ‘class A’ and ‘ class B the former 
includes all fields producing staple crops such as paddy, wheat, etc., and the 
latter consists of lands producing vegetables, fruits, and so on. The tax on 
‘ class A ’ land is to be assessed in kind on the basis of the average harvest 
recorded in the cadastre, and the rates are progressivised according to the 
assessed yield of the taxpayer’s land. “ The grain is required to be delivered to 
collection points, where it is inspected and inventoried by the tax officials. 

Briefly put, this mode of taxation poses two problems: {a) whether levying 
of land revenue on the basis of gross produce is appropriate, and (6) whether 
the collection of land revenue in kind is feasible and desirable. The chief 
advantage of collecting a certain share of gross produce after every harvest is 
that it provides automatic relief to cultivators in times of poor harvests, and 
brings in more revenue to governments at the time of bumper crops. This 
obviously renders the system exceedingly elastic. Further, the laborious process 
of determining the taxable yield of each class of land and the meticulous 
resettlement operations can be done away with. But levying tax on gross 
produce is inequitous in that it does not take into account the costs of 
cultivation which vary in accordance with the nature and size of the holding, 
and the type of crops grown. Apart from this, it is well beyond the capacity 
of land revenue machinery to supervise effectively the harvest operations as 
well as the actual collection of land revenue. This provides ample opportuni- 
ties for taxpayers to evade the tax and for petty officials to indulge in corrup- 
tion. Thus, the system of levying land revenue on the basis of gross produce 
as actually found on the threshing-floor has the merit of elasticity on the one 
hand, and suffers from inequity and administrative inconvenience on the 
other. The bearing of the latter on the shaping of the actual land revenue 
policy is obviously weightier. So also, the demerits of the system of 
collecting land revenue in kind are so overwhelming as to overshadow its 
merits. 

The main advantages claimed for the system of collecting land revenue in 
kind are as follows : firstly, cultivators are not affected by the fluctuations 


39 Ibid., p. 419. 

40 Haskell P. Wald, The Recent Experience of Ihe Republic of Korea with Tax Coll- 
ections in Kind Papers and Proceedings of the Conference on Agricultural Taxation and 
Economic Development, op. cit., p. 428. 
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IQ agricultural prices; secondly, it facilitates welfare states to fulfil one of their 
primary duties of providing regular supply of foodgrains to their people, 
particularly in the days of chronic food scarcity; and thirdly, it helps in com- 
bating inflation and maintaining a stable price level. 

But the collection of land revenue in kind involves formidable administrative 
difiiculties. Almost all the State Governments have categorically expressed 
themselves against it in their memoranda submitted to the Taxation Enquiry 
Commission, 1953-54. That this sytem has continued in the countries cited 
above, has been due to purely circumstantial factors. The political set-up in 
China being totalitarian the Government is able to exercise certain coercive 
measures.^^ The Korean war made the National Assembly of Korea take a drastic 
measure to mobilise maximum revenue possible from all available sources 
both for waging tlie war and for warding olF the economy from the dangers of 
inflation. At that time the Korean Government committed itself to buying large 
quantities for the army and national police, and, in addition, for the Govern- 
ment employees who were given a rice supplement as part of their wage. 
The Government of Korea took the view that the tax collected in kind would 
provide large quantities of rice — the largest staple crop in Korea — needed for 
the purposes cited above more directly and efficiently. In instituting this system, 
moreover, the authorities made no commitment as to the long-term desir- 
ability of the provision for collection in kind.^ 

The various disadvantages of collecting land revenue in kind are briefly 
summed up as follows : 

(i) If the owners rent out their lands instead of personally cultivating them, 
they have to buy the foodgrains equivalent to the amount of assessment for 
paying the Government demand. This would be a totally unnecessary and 
undesirable transaction. 

(ii) The cultivators may not be prepared to sell their produce at the price 
fixed by the Government for valuation purposes. The enforcement of this 
policy infringes on the cultivator’s freedom to dispose of his produce in his 
own way. Or, the cultivators may offer the scum of the produce or the pro- 
duce adulterated with it. 

(Hi) The specification of different qualities of foodgrains to be collected, and 
the fixation of their relative values provide another major problem to the 
Government. 

(iv) The problems of transport and storage of the produce collected give 


41 Not that a democratic government is incapable of adopting coercive measures in the 
strict sense of the law, but it is greatly handicapped in that it has to face the electorate 
periodically and meet the challenges of the opposition parties which are always ready to grab 
the power at the slightest opportunity. 

42 Haskell P. Wald, “ The Recent Experience of the Republic of Korea with Tax 
Collections in Kind ”, op, cit., p. 430. 
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rise to fomidable difficulties which will nonnally make any government resile 
from such an attempt. The produce has to be collected from different and distant 
lands, and processed and stored before disposal. Not only have we an inade- 
quate number of warehouses but wherever they are, they are generally in a 
deplorable state with the result that the Governments have to incur huge losses. 
The cost involved in the collection would be out of proportion to the small net 
benefit that may be derived from the collection of land revenue in kind. 
The problems of distribution are equally overwhelming. 

(v) The tax-collecting village officials will get ample scope to harass 
the poor and illiterate cultivators and exact illegal gratifications. This will 
naturally result in false assessments and rampant corruption. 

(vz) Besides the aforesaid difficulties, it is not at all worthwhile to collect 
land revenue in kind if there is no food scarcity. 

The Foodgrains Enquiry Committee, after weighing pros and cons, did not 
favour this system. The Committee observed : '' This proposal has some merits 
as well as several demerits and on a balance of considerations we do not re- 
commend it,”^'^ 

It may be possible for government to evolve a system free from the difficulties 
connected with storage, classification and valuation of produce, etc., but it 
would be extremely difficult to provide land revenue machinery possessing 
the requisite degree of rectitude and integrity. As regards the maintenance of a 
stable price level, perhaps the best course left to the Government is to enter the 
market as the biggest trader (and not as a trader having complete monopoly), 
raising or lowering the price line, as is necessary, by its large-scale buying or 
selling operations respectively. In view of what we have analysed above, 
it may be concluded that reverting to the old method of levying a tax on 
gross pro duce and collecting the same in kind will not solve our problem. 

8. Agric ultural Income-tax 

The ^est way of taxing agriculture is to impose a tax on the agricultural 
income^ on the same lines as the income-tax levied on the non-agricultural 
incomes. At present, the agricultural incomes have been subject to a crude^ 
inequitous and distorted income-tax, viz., land revenue, and, in addition, 
to modern agricultural income-tax wherever it is imposed, in Part Two we 
have already arrived at the conclusion that land revenue is a tax on the income 
expected to be derived from land. Hence it is desirable that a modern and 
advanced income-tax should replace land revenue which has been an anti- 
quated and crude form of tax on the income from land. Before examining the 
feasibility of such reform, we would like to digress for a while to point out 


43 Report of the Foodgrains Enquiry Committee, Ministry of Food and Agriculture 
(Department of Food), Government of India, 1957, November, p. 91. 
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how land revenue had been originally an agricultural income-tax in the full 
sense of the term, and how in the course of several centuries it has acquired 
its present character as a distorted income-tax. 

In ancient India, as we have alteady noted, the kings used to collect a cer- 
tain share ranging from one-fourth to one-twelfth of the gross produce after 
every harvest, and this was known as “ Bali which we call land revenue at 
present. In those primitive days when the economy was non-monetised and 
most transactions were effected by barter system, the collection of the tax on 
gross agricultural produce (i, e., gross agricultural income) could not but be 
in kind; and the technique of taxation being in its primitive form, there is no 
wonder if the tax was not on net income and the rate structure was not pro- 
gressive. Also, there was no necessity of maintaining accounts as the tax was 
being collected on the threshing-floor. It is thus clear that land revenue in its 
original fonn was nothing but a direct tax on agricultural income which was 
ascertained not by faulty accounts or by the presumptive method (as is the case 
today) but by actual measurement of the produce on the threshing-floor. The tax 
being proportional it was inunaterial whether the whole income from the total 
holdings was taxed or the income from each holding was assessed. Again, 
just as the rates of current income-tax are raised or lowered in accordance with 
fiscal needs, the land revenue rates also were raised or lowered according to the 
needs of the Government. In what basic respects, then, did the land levenue 
in its original form differ from the modern agricultural income-tax ? 

As years rolled by and the petty kingdoms grew into mighty empires, it became 
increasingly difficult for the Governments to assess and collect land revenue on 
the threshing-floor. Sheer administrative convenience subsequently made the 
Governments adopt a system of levying land revenue on the basis of estimated 
average produce per unit of land for a certain period called the settlement period. 
This average produce might be higher or lower than the produce actually realised, 
but the assessee had to pay the same fixed assessment during the settlement 
period. Thus, land revenue which was originally a tax on the actual agricul- 
tural incomes was subsequently changed to a tax on the expected average 
agricultural incomes, under the pressure of administrative expediency. Just as 
the cultivators were not asked to pay more if they obtained a higher yield 
than the estimated average produce, they were also not exempted from the 
payment of the tax, if they kept their land fallow. This system, it is needless 
to say, has continued down to this day basically in the same form. 

The failure to see this fundamental historical truth has led some writers to 
mistake land revenue for a property tax, a licence tax, and so on. It is clear from 
the study of our history that right from the ancient Hindu Kings and mediaeval 
Muslim rulers down to the British regime, land levenue has been a tax on 
either actual or estimated agricultural income. It is interesting to note that even 
during the British period, the assessments have always been related to some 
form of income from land — either estimated average net produce as in the case of 
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Madras, or profits of agriculture as in the case of Bombay, or net assets as in the 
case of former Zamindari areas such as Uttar Pradesh, Punjab and Madhya 
Pradesh. In no State in India has land revenue been based on the capital value 
of land. No doubt, the unit of assessment has been the field or the survey number 
but the basis of assessment has always been one form or the other of the agri- 
cultural income mentioned above. Professor Wald, while classifying different 
systems of land taxation, points out an essential difference between the taxes 
based on income concept and those based on rental value concept (which may 
be annual rental value or capital value) as follows : 

In most cases the distinction is not a matter of outward form, which may be similar for 
both groups, but rather of below- the-surface characteristics related to how the tax base is 
defined in the law and assessed m practice. As explained above, the rental value concept, 
whether expressed as annual value or capital value, is directed essentially toward identifying 
a special class of income : that which is attributable to the properties of the land. , . .The 
income concept, on the other hand, is more inclusive. It covers not only the income of the 
land itself but also the income of other factors of production, such as the value of the labour 
of the cultivator and his family and the return on capital invested in improvements on the land 
and in productive equipment. 44 

According to this distinction land revenue is a tax on agricultural income in 
the case of Madras where the taxable net produce consists of not merely 
rent from land but also includes interest on the capital invested in the culti- 
vation and the profits due to entrepreneurial work of the cultivator (of course, 
wages due to labour contributed by the cultivator and his family are excluded); 
but in the case of former Zamindari areas where the basis of net assets or 
.economic rents^^ has been adopted, land revenue becomes a tax on land rather 
than on income from land. Here, we may point out that the concept of net 
assets was adopted in Zamindari areas because it proved a most convenient tool 
of estimating agricultural incomes in the context of widespread tenantculti- 
vation. When the problem v/as raised in Punjab whether the net assets should 
be defined in terms of rents or profits of cultivation, the Select Committee which 
considered the Land Revenue Act Amendment Bill of 1928 decided in favour 
of the definition of net assets as landlord’s net assets or rents as it was considered 
that the definition of net assets as profits on direct cultivation would be 
surrounded with difiiculties and involve too great a degree of assumption, 
inference and uncertainty.”^^ The point in question is also clear once we view 


44 Haskell P. Wald, Taxation of Agricultural Land in Underdeveloped Economies, op* 
ciL, pp, 29-30. 

45 “ The terms ‘ net assets * and ‘ rent ’ are not identical, but generally a full and 
reasonable rent paid by a tenant-at-will is regarded as a sufficiently near approximation to 
the net assets and the safest guide and measure in estimating them. The assessments are there- 
fore in practice based on rents ” Vide, Report of the Taxation Enquiry Committee, 1924-25, 
Volume I, op. cit,, p. 52. 

46 Land Revenue Reform in the Punjab, Memorandum submitted by the Institute of 
Agrarian Reform to the Land Revenue Committee of the Punjab Government, Institute of 
Agrarian Reform, Lajpatrai Bhavan, Lahore, 1937, p. 7. 
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laud revenue in its proper historical perspective, the absence of which has given 
rise to a curious conceptual confusion. It is in fact due to the bewildering 
variety of forms that land revenue has assumed that wc would like to 
rehabilitate it in its proper place. We may also invoke here a statement made 
by Baden-Powell, the celebrated authority on Indian land revenue systems. 
He observed several years ago that : 

It (land revenue) operates as a tax on agricultural incomes — a contribution to the State 
out of the profits of land-cultivation, just as the ‘ income-tax ’ is a contribution out of the 
proceeds of other industries and occupations.*’ 

Obviously this is the same as saying that land revenue is basically a tax on 
agricultural incomes. 

Again, land revenue has sometimes been mistaken for a licence tax on the 
ground that cultivators have to pay land revenue even when the lands are kept 
fallow just as a possessor of a radio has to pay the licence fee even if he does 
not use the same. We have already stated above that the situation of paying 
land revenue even when lands are kept fallow arises because the assessments 
are fixed on the basis of the average incomes expected to be derived from lands, 
and also because the Government cannot afford to lose its legitimate revenue 
on account of certain individuals’ callousness. In fact, under Hindu rule the 
cultivators who failed to cultivate lands regularly and efficiently were being 
ejected from their lands, while under Muslim rule they were subject to heavy 
corporal punishment. At present the punishment is confined to mere payment 
of land revenue, apart from the fact that keeping land fallow is a punish- 
able offence in some states. It is also slated that in large areas of Punjab land 
revenue is levied only when a crop is Moreover, the basic motive of 

a licence fee is primarily regulative and to say the same in the case of land 
revenue is a travesty of the whole historic truth. 

We may also prove the true nature of land revenue by pointing out certain 
fallacies. For instance, a strong and living witness to our case is the policy of 
giving remissions whenever the crops fail owing to natural calamities; if land 
revenue were not to be a tax on the income from land, the whole policy of 
remissions and suspensions becomes meaningless. Again, several olTicial com- 
mittees as well as individual writers in the past have conceived the imposition, 
of modern agricultural income-tax as a measure taken to progressivise land 
revenue and thus impregnate it with equity. The Taxation Enquiry Commission 
states: ‘The extension of the agricultural income-tax, as we have indicated, will 
make the land revenue systems in India more equitable . If land revenue were 


47 B. H. Baden-Poweli, Land Revenue and Tenure in British India, op. cii., p. 49. 

48 Report of the Taxation Enquiry Committee, 1924-25, Volume I, op. at., p. 49. 

49 Report of the Taxation Enquiry Commission, 1953-54, Voliiaic III, op. cit., p. 223. 
Italics mine, 

.., 23 ., 
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to be a tax on something other than agricultural incomes, one fails to under- 
stand how equity can be infused into land revenue by imposing agricultural 
income-tax. All this clearly shows that land revenue is basically a tax on agri- 
cultural incomes, though in its present form it resembles a fixed charge on land. 
The whole confusion^ we think, has arisen because while classifying the taxes, 
the writers believed, obviously misled by the present appearance of land revenue, 
that it is a mere tax on land; but in policy decisions, the undeniable and irresis- 
tible historical truth has made them implicitly accept it as a tax on income from 
land. We may also add here that our explanation of the true nature of land 
revenue does not mean that this tax should not be commuted into a properly 
tax, a licence tax, and so on, if by doing so we stand to gain. But as long as 
land revenue is what it is, its conceptual meaning as expounded above is irrefu- 
table. 

In view of what we have analysed above, the statements found in the litera- 
ture that agricultural incomes have been exempt from any income-tax 
(except in those States where agricultural income-tax is levied) are far from true. 
Rather, the correct position is that the agricultural incomes of those in the 
higher brackets have not been subject to the same higher rates at which the 
corresponding non-agriciiltural incomes are assessed. 

We have explained above the basic nature of land revenue at some length bc*- 
cause it has an important bearing on our scheme of land revenue reform, and 
also because not a few writers have been confused about the true nature and 
significance of land revenue. We may now proceed to examine the feasibility of 
replacing land revenue with the modern agricultural income-tax. 

The desirability of substituting land revenue by agricultural income-tax, if 
it is feasible, hardly needs any emphasis. Likewise, the advantages of 
agricultural income-tax need no expatiation. The system would be most 
equitable, elastic, and up-to-date. But unfortunately, this tax does not lend itself, 
in practice, to be administered effectively in underdeveloped countries^^ like 
India due to (a) large dependence of agriculture on the vagaries of nature, 
(b) illiteracy of cultivators and (c) huge number of scattered small holdings. 
Despite developmental efforts, about four-fifths of the total cropped area in 
India still depends on capricious rainfall. The agricultural incomes are notorious 
for their fluctuations, and obviously this would infect the revenue with instability. 

Another major hurdle in the way of implementing this tax is the widespread 
illiteracy among the cultivators. As a result, the taxpayers, cultivators. 


so Report of the Taxation Enquiry Commission, 1953-54, Volume III, op. cit., p. 198. 

51 A brief but incisive account of the problems involved in imposing income taxation 
on agriculture in underdeveloped countries is given in Walter W. Heller, “ The Adaptation 
of Income Taxation to Agriculture in Underdeveloped Countries”, Papers and Proceedings 
of the Conference on Agricultural Taxation and Economic Development, op, cit,, pp, 270-82. 
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cannot fill even the simple income-tax returns, let alone the laborious system 
of keeping accurate accounts for the business of cultivation. Moreover, as 
the Madras Land Revenue Reforms Committee, 1951, observed : 

There is a fundamental dilfcrencc in the maintenance of accounts in the running of a 
business and in the running of a farm. In business, accounts have necessarily to be maintained, 
more or less systematically, to record each U*ansaction as and when it takes place, but in 
agriculture it would not be essential except for purposes of the income-tax. In the case of 
farmers, the overwhelming majority of whom, including large farmers, arc illiterate, mainte- 
nance of accounts in a form which would satisfy the officers of the Income-tax Department 
would give rise to almost insuperable difficulties. The effect would be to foicc them to employ 
an accountant. That would constitute a serious additional burden to agiiculturists 

ft is clear from the passage quoted above why even the educated cultivators 
arc not in the habit of keeping accounts. Also, where there have been some 
attempts to propagate this system, they have not met with any considerable 
degree of success. Professor Gadgii, a staunch advocate of farm accounting, 
slates: 

The (Gokhaie) Insritute prepared in 1937 a farm account book bailed on books produced 
in other countries, modiiled by experience of Indian conditions. Tins was used to a small 
extent, in some of our investigations. Attempts weic also made, over a number of years, to 
induce qualified farmers in various places to maintain these books. These attempt^'* were 
almost uniformly imsucccssfulM 


Even if a vigorous ciiiipaigii wore to bo condiiolcd in this respoot, easily 
a few decades will pass by before the agricuitiirisLs get habituated to this system . 

Another set of dilficulties springs from the peculiar nature of agriculture. It 
is well known that Indian agriculture is characterised by a vast number of small 
and scattered holdings which either get exempted from income-tax, or render 
the efforts of even the most experienced tax official in arriving at an accurate 
assessable income well-nigh fruitless. The soil, the availability of irrigation 
facilities, the climatic conditions, the type of crops, all iniluence the income 
earned by a cultivator. Even when similar crops are raised, care of the culti- 
vator on the land, his being alert or influential or able to get the right type of 
manure and pesticide for the crops, and the timing of the agricultural 
operations vary the quantum of output. Even though these factors affect 
all cultivators equally, differences in income would still arise according to 
the cultivators’ ability to market the produce and their capacity to wait 
for a good market, etc. The necessity of employing intennediaries, distance 
from the market, availability of their own or hired transport, and such other 
factors would further influence the quantity of monetary returns to th: culti- 
vator. Whether to take income-in-money or income-in-kind for the purpose 


52 The Land Revenue Reforms Committee, Madras, Second Repor', op, cit., p. 44. 

53 D. R. Gadgii, “■ Foreword ” to Methods ami Practice of Farm Accounts, Report on 
the Pilot Frojoct by G. D. Agrawa! and G. J. IChudaapur, Gokh ilc Institute of Politics and 
Economics Studies No. 40, Poona, 1961. Italics mine. 
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of assessment also lands ns in further difficulties. Government or an 
arbitrary body might fix rates for each kind of produce ; but those are again based 
on estimates and probabilities. Differences between the fixed price and the 
actual sale price, and between the estimated cost and the actual cost do exist 
and cannot be avoided. 

If the agricultural income-tax is levied on the basis of presumptive assess- 
ment as a solution to the complex problems arising out of the peculiar cha- 
racteristics of agriculture, the superiority of agricultural income-tax over land 
revenue, in so far as the ascertainment of assessable income is concerned, 
becomes indeed inconsiderable. The agricultural income-tax, however, scores 
over land revenue in respect of flexibility; but the system of annual assess- 
ment becomes too advanced for the unadvanced Indian agriculture. In view of 
the system of presinnptive assessment and the fact that the quantum of agri- 
cultural income depends on several factors mentioned above, the year-to-year 
assessments will only expose cultivators to constant harassment by tax offi- 
cials. In such a situation, it is doubtful whether the advantages of annual 
assessments are practically worthwhile. 

There is yet another factor which renders the imposition of agricultural 
income-tax ineffective. Agriculture, being spread over wide area, provides 
several ways for tax evasion. The experience of even an advanced country 
like the United States in this respect seems to be not encouraging. Dr. Lakdawala 
states : 

Even in developed countries it has been found hard to train the agriculturists to the dis- 
cipline of keeping accounts, etc. needed for speedy and efficient settlement of the income-tax. 
For many years in a country like the U. K. resort had to be made to the device of presump- 
tion in agriculture, the income being presumed to bear a certain relationship to rent. It is 
calculated that in the U, S. A., the land of large-scale farming, whereas 13 per cent of the 
industrial incomes liable to taxation escapes tax, in the agricultural sector 64 per cent of the 
income evades 

It is clear from the foregoing analysis that the agricultural income-tax 
cannot be successfully levied on Indian agriculture. 

Apart from all this, the most crucial factor which renders the imposition of 
agricultural income-tax in the place of land revenue non-feasible is the problem 
of securing the same revenue. The aggregate revenue obtained under all agri- 
cultural income-taxes in India is about Rs.lO crores, while the total land revenue 
receipts are approximately Rs. 100 crores. Even assuming that the remaining 
States^^ would also impose agricultural income-tax, the revenue under the same 
may rise to about Rs. 16 crores, which is less than one-sixth of the total land 
revenue. Any measure affecting the present revenues in the context of frantic 


54 D, T. Lakdawala, Taxation and The Plan, Popular Book Depot, Bombay 7, 1956 

p. 114. 

55 Vide, footnote 2 in the following chapter. 
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search for additional resources is obviously unthinkable. Thus, the administ- 
rative difficulties arising out of the special characteristics of agriculture on the 
one hand and the near-impossibility of obtaining the same revenue on the other, 
make it impracticable to substitute agricultural income-tax for land revenue. 

Here, wc may also consider a suggestion that the revenue obtained by levying 
an agricultural income-tax along with a flat rate on ail lands irrespective of 
their quality, would not be less than that secured under land revenue alone.^^ 
The only State that has adopted this system in India is Kerala which has certain 
special advantages, such as the relative homogeneity of the land and of the 
manner of its cultivation and the relative predominance of plantations from 
which the bulk of the revenue under agricultural income-tax is obtained. In 
view of the absence of these special features in many other States, the pro- 
position that the adoption of the Kerala pattern of agricultural taxation would 
sustain the present revenues is doubtful. Moreover, the taxation of agriculture 
would be more inequitous under this system. 

The Madras Land Revenue Reforms Committee observed : 

One suggestion was that a flat rate of Rs. 1 per acre should be levied on all lands irrespec- 
tive of tl'icir classification. But this would at once be open to the objection that at the moment 
vc]y large extents of land are paying dry assessment as low as 2 annas and 4 annas per acre, 
and there are also considerable areas paying intermediate rates of 8, 12, 13 and 14 annas, 
rates all below Rs, 1 per acre. In all these cases, the owners of these extremely poor lands 
will have to pay very much more than what they are paying now, and lands which are now 
paying assessment over Rs. 1 including the very fertile lands in deltas which now pay some- 
thing of the order of Rs. 1 0 per acre, would receive relief out of all proportion to the merits 
of the case.'^^ 

It is also interesting to note that the special law promulgated in 1955 to 
adopt the system of ‘‘ basic tax on land ” in the state of Travaiicore- 
Cochin^^ has been declared unconstitutional by the Supreme Court in December 
1960. The learned Chief Justice observed : 


It is clear, therefore, that inequality is writ large on the Act and is inherent in the very pro- 
visions of the taxing section. It is also clear that there is no attempt at classification in the 
provisions of tlic Act. Hence no moie need be said as to what could have been the basis for 
a valid classification. It is one of those cases where the lack of classification creates in- 
equality.'^^ 

However, this system has been continued in Kerala with certain changes on 
the strength of the Governors Ordinance, viz.. The Kerala Land Tax Ordinance, 


56 See V. R. Plilai, “ A Basic Tax on Land ”, Indian Journal oj Agricultural Economics^ 
Volume V, Confciciice Number, March 1950, p. 188. 

57 Report of the Land Revenue Reforms Committee, Madras, Second Report, op. cit., 
p. 18. 

58 In Travancorc area the basic tax was introduced in 1946. 

59 Quoted in the Orissa Taxation Enquiry Committee Report. Finance Department 
Government of Orissa, 1961, p. 121. 
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1961,^° and the subsequent Kerala Land Tax Act, 1961. Recently, this latter 
has also been declared ultra vires and unconstitutional by the Kerala High 
Court.^^ It is clear that from the point of view of equity and productivity as well 
as constitutionality, this system is an unsound and unsatisfactory alternative. 

All this leads us to ascertain whether the imposition of agricultural income- 
tax over and above the present land revenue system will provide a solution to our 
problem. We shall cianine this aspect lalcr, since the scepe of its discussion 
falls under the following chapter. 


60 Explanatory Memorandum on the Budget for 1961-62, Government of Kerala, 196!, 
p. 23. 

61 The Times of India, dated 12 October, 1962, p. 5. 



Chapter 10 


MODIFICATIONS WITHIN THE FRAMEWORK OF 
THE CURRENT LAND REVENUE SYSTEM 


1 . Introduction 

In the previous chapter we have critically examined some important alter- 
natives to the present land revenue system and found that none of them is 
qualified to replace land revenue. This leads us to examine whether the land 
revenue system, if appropriately modified on the lines already suggested by 
various oificial committees and individuals, can be rendered equitable, elastic 
and uniform. We have already noticed that all the non-Raiyatwari tenures in 
India have been converted to the Raiyatwari pattern, and as such our task is 
confined to examining the reform of the Raiyatwari land revenue system. This 
throws up three problems for our consideration, v/::., (z) whether the present 
cadastral system is in need of any improvement; (z7) whether the basis of assess- 
ment needs to be given up lock, stock and barrel; and (in) whether, while 
retaining the present bases of assessment, we can do away with the defects of 
the land revenue system by enforcing certain additional measures. As far as our 
cadastral system is concerned, it is acclaimed as one of the world’s best and 
as such, should be retained and made use of. Possibly some improved 
techniques of obtaining cadastral information may be incorporated into the 
present system. This is a purely technical and administrative matter and poses no 
major problem. As for the basis of assessment — ^whether it is net produce, or 
net assets, or whether it is determined empirically — it does not conform to the 
principle of ability to pay as we hiive noticed in Part Two, The Taxation 
Enquiry Commission, 1953-54, contented itself with the observation that : 

We do not consider that it is necessary for us to recommend any particular basis for deter- 
mining the land revenue at the initial settlement the basis of assessment differs at pre- 
sent from State to State In view of these different systems prevailing in various parts 

of this country, we consider it to be best that every State which has to undertake the initial 
settlement, should, unless there arc good reasons to the contrary, adopt the basis that is in 
operation in the adjoining State or area.^ 

As we have seen, even the acclaimed basis of net produce, though definitely 
more rational than the remaining two bases, is not attuned to the ability to pay 
principle. In view of this, it is needless to say that the suggestion of the Taxation 
Enquiry Commission is totally unsatisfactory and that the basis of assessment 
is in need of radical reform. Ignoring this fora while, we shall endeavour in the 


Report of the Taxation Enquiry Commiesiofty 1953-54, Volume III, op, cit. p. 233, 
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present chapter to ascertain whether the land revenue system can be freed from 
its defects of inequity or regressivity, inelasticity or rigidity and non-iiniformity 
or disparity of rates, by introducing certain changes and additional measures, 
while retaining the present bases of assessment. 

2. Removal of Inequity 

The proportional rate structure and the fact that the unit of assessment is 
the field or the survey number are the chief causes of the inequity of 1 and revenue. 
This drawback cannot be removed as long as the land revenue system is asso- 
ciated with the in rem doctrine. Nevertheless, there have been some endeavours 
to render land revenue system equitable by certain measures, such as (!) in- 
troducing an agricultural income-tax over and above land revenue, (//) levying 
surcharges on the basis of land revenue paid, (///) imposing a tax on commercial 
crops and (zV) progressivising the present rate structure. Let us examine whether 
these measures are capable of infusing equity into the land revenue system. 

2.1 Introducing Agricultural Income-tax 

Tn the previous chapter we have examined the agricultural income-tax as a 
substitute for land revenue and found that it throws up several administrative 
difficulties on the one hand and suffers from unproductivity on the other. 
We have also pointed out how the Kerala ty|)e of agricultural taxation does 
not provide us with the desired solution. In what follows we would like to point 
out that even the imposition of agricultural income-tax^ over and above land 
revenue, has failed to achieve its dual objective of infusing equity into the 
system and securing more revenue to the exchequer. 

Even a cursory glance at the distributional pattern of rural incomes reveals 
that, with the exemption level of the Central income-tax, only a very 
few landholders, who can be counted on fingers in each village, will be 
liable to pay this tax. As a result, only an insignificant sum not at all commen- 
surate with the efforts involved, will be obtained. One fails to understand how 
land revenue which is essentially a regressive tax collected from the bulk of the 
population can be made equitable by catching a few large landholders and 


2 The modern agricultural income-tax was an integral part of the general income-tax 
(which was first introduced in 1860 owing to financial difficulties consequent on the Mutiny 
of 1857) during the periods 1860-65 and 1869-73, Afterwards the agricultural incomes were 
subject only to the traditional land revenue till 1938 when the State of Bihar imposed an 
additional tax on agricultural incomes under the Biliar Agricultural Income Tax Act, 1938. 
Later, some more States, such as Assam, Bengal, Orissa and Uttar Pradesh followed 
suit. At present the agricultural income-tax is being levied in the States of Assam, Bihar, 
Kerala, Madras, Mysore (only on the income from commercial crops), Orissa, West Bengal 
and the areas of Bhopal and Vindhya Pradesh and the Sironji Sub-division in Madhya 
Pradesh. The Bhopal Agricultural Income Tax Act has been recently declared ultra vires of 
the Constitution of India by the High Court. 
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sabjecting them to the agricultural income-tax. Again, not aii of those 
few landowners would pay the tax as there would be ample opportunity arising 
out of the very nature of agriculture to evade the tax. All this is borne out by 
the actual experience of agricultural income taxation in various States. Barring 
the States of Kerala and Assam, the revenue under the agricultural income-tax 
in other States where it is levied hardly constitutes one per cent of even States’ 
own-tax revenue (f. e., excluding centrally shared taxes); and it is needless to 
say that its place in the total revenue of States is practically negligible. Again, 
a very low proportion of agriculturalincomeis takenby wayof agricultural in- 
come-tax. For instance, the receipts of agricultural income-tax in Bihar, the 
seniormost state in this respect, formed as low as 0.09 per cent of the total 
agricultural income in 1957-58. Consequent upon similar deplorable situation, 
the State of Uttar Pradesh abolished the agricultural income-tax in 1957 and 
imposed the Large Land Holdings Tax in its place. The Government of 
Andhra Pradesh likewise repealed in 1957 the Hyderabad Agricultural Income 
Tax Act, 1950, which was in force in the Telangana region, and enacted the 
Andhra Pradesh Land Revenue Surcharge Act, 1957. The Andhra Pradesh 
Land Revenue Reforms Committee stated that : 

The practical difficulties inherent in assessing accurately the agricultural incomes and the 
dwindling number of landholders earning incomes taxable under the Income Tax Act com- 
pelled the Government to choose the surcharge instead. Indeed the agricultural income-tax 
was in vogue in Telangana but low collections and the high proportion of it needed towards 
the administrative cost, were powerful factors in influencing the decision of the Government 
of Andhra Pradesh to opt for surcharge on land revenue.'’^ 

So also, the Rajasthan State abolished the agricultural income-tax in 1960, 
and contented itself with levying a surcharge. 

A decade ago, Ursula Hicks observed that the so-called agricultural income- 
tax is effectively a surcharge on land revenue and inevitably takes over from 
its base a good deal of inherent rigidity, so that the revenue is not really related 
to incomes or to income changes.”^ Further, she stated that “the agricultural 
income-tax is assessed in a manner which hardly justifies its classification as a 
true income-tax.”^ Thus the agricultural income-tax has been ailing all along; 
it is needless to say that this sickly child has been greatly debilitated by the 
abolition of zamindaris and jagirdaris and the subsequent dwindling of the 
already negligible revenues. All this clearly shows that the agricultural 
income-tax has failed in respect of both equity and productivity. 

Of course, contrary to the present trend of abolishing agricultural income- 


3 Report of the {Andhra Pradesh) '.Land Revenue Reforms Committee, 1958-59, Part II, 
Volumes {in), iiv) anci (v), Land Revenue Department, Government of Andhra Pradesh, 
Hyderabad, 1959, p. 45L 

4 Ursula K. Hicks, Public Finance Surveys : India, United Nations, Department of 
Economic Affairs, New York, November, 1951, p. 72. 

5 Ihkl, p. 43. 

.. 24 .. 
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tax as seen above, the Government of Madras has amended the Madras Planta- 
tions Agricultural Income Tax Act, 1955, and extended the same to all agri- 
cultural incomes with effect from 1st April 1958. But, a close study of the 
provisions regarding the levy and collection of this tax only proves that the 
agricultural income-tax, in the present context of Indian agriculture, can at 
best be administered in a very rough and ready manner. The special rate 
structure (apart from the usual rate structure) for levying and collecting the 
agricultural income-tax in Madras in the case of those who do not keep 
accounts is as follows : 


Extent 



Rate per standard 
acre Rs, nP. 

On the first 

12|- 

Standard acres 

Nil 

On the next 

7k 

2 


5’ 

4-50 

5? 

10 

5J 

99 

7-50 

5» 

10 

95 

99 

12-00 

J? 

10 

95 

99 

15-00 

S> 

50 

95 

99 

17-50 


50 

95 

99 

20-00 

On the balance of standard acres 

25-00 


Obviously, this way of levying agricultural income-tax is hardly commendable. 
Owing to the difficulties and the burden involved in maintaining accounts, and 
for avoiding the harassment arising out of inquisitorial investigations by tax 
officials, the illiterate cultivators readily resort to compounding the agricultural 
income-tax. In the Administration Report of the Agricultural Income Tax 
Department for the year 1959-60, it is stated : “ The number of persons who 
were allowed to compound the agricultural income-tax under Section 65 of 
the Principal Act and under Section 34 of the Amendment Act was 45,618 and 
3,502 respectively.”^ In such a situation the assessment is not based on the net 
income duly arrived at after deducting the costs of cultivation from gross 
income. If the cultivators secure more income from the land, they can take 
shelter under this scheme by not maintaining accounts and pay only the com- 
pounded agricultural income-tax. If, on the contiary, they obtain less income, 
they are likely to show the accounts which may not be approved by the suspi- 
cious tax officials, in which case the cultivators either get unnecessarily harassed 
or have to pay more than is warianted. It is therefore our contention that this 


6 Administration Report, Agricultural Income Tax Department, 1959-60, Government of 
Madras, 1961, pp. 3-4. 
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type of agricultural income-tax is not consistent with the principle either of 
equity or of elasticity. If this is so, the prevalent system of agricultural income 
taxation is hardly superior to that of land revenue. Of course, in contrast with 
land revenue the agricultural income-tax is based on aggregate holdings of an 
assessee with a certain exemption limit and a progressive rate structure. But 
the main query we would like to raise here is : can we not transform land 
revenue on these lines and thus render it inherently a progressive tax? If we 
can do so, is it worthwhile to indulge in fruitless attempts, which are essentially 
of the nature of patchwork, to render land revenue system equitable? 

Above all, the imposition of ceilings on the present as well as the future 
acquisition of land holdings has sounded a death-knell to the agricultural in- 
come-tax. The Madras Land Reforms (Fixation of Ceiling) Bill passed on 29th 
September 1961 fixes 30 standard acres as the ceiling for a family of five, and 
allows 5 standard acres for every additional member subject to a maximum 
of 60 standard acres. Even while imposing the tax on all agricultural incomes 
the then finance minister of Madras admitted : 

This measure may indeed become inoperative when ceilings on land-holdings are enforced, 
but now that we have taken the decision to fix a provisional ceiling, it is but social justice 
that a portion of the advantage derived by people holding land in excess of that ceiling, should 
be appropriated by the State towards common benefit.*' 

Now that the ceilings on land holdings have been imposed in several States 
and that the extension of the same to the whole of India is in progress, the future 
of agricultural income taxation even as a levy over and above land revenue is 
indeed very bleak. Of course, it is argued that a number of large farms such as 
plantations, mechanised and specialised farms, co-operative farms, etc., are 
exempted from the ceilings, and as such, there would be considerable scope for 
the agricultural income-tax. But the fact remains that only a few States have 
plantations and large-scale farms, and wherever they exist, their number is not 
considerable. Moreover, these large farms are long established and well admini- 
stered and are comparable to any sound commercial concern. As such, justice 
requires that the entire income from these should be subject to income-tax 
and that the present system of dividing the income into agricultural and non- 
agricultural should be given up. The fact that these large farms are exempted 
from ceilings provides an additional justification for the payment of income-tax 
on the entire income, and it would not be difficult to make the necessary constitu- 
tional amendment if the States, which suffer fiom the loss of revenue in con- 
sequence of this measure, are duly compensated by the Centre in one way or the 
other. 

It is clear from what we have pointed out in the present and previous chapters 


7 Budget Speech, 1958-59, Finance Department, Government of Madras, 1st March 
1958, pp. 20-21. 
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that the modern agricultural income-tax is too advanced a form of taxation 
for the uaadvanced Indian agriculture. Any enforcement of this tax would 
amount to forcefully marrying an educated, sensitive and modern girl to an 
illiterate, rude and old-fashioned rustic. The result would be either a divorce 
as is evident in some of the States mentioned above or a helpless and unenviable 
situation ridden with silent rankling. It is, therefore, our view that the imposition 
of agricultural income-tax in India on the lines of noii-agricultural income-tax 
should be deferred to such time when the average holding per cultivating house- 
hold is considerably large, the bulk of the cultivators are literate, the producti- 
vity of agriculture is among the highest in the world or at least fairly comparable 
with other countries, and agriculture is run literally on the lines of industry and 
commerce. 

2.2 Levying of Surcharges 

In view of the postponement or abandonment of revision settlements, the 
significant rise in agricultural prices and the mounting public expenditure, 
some States, as wc have noticed in Chapter 7, resorted to levying surcharges 
on the amount of land revenue paid. This type of levy is advocated as the easiest 
way of raising more revenue as well as progressivising the land revenue system. 
Of course, the former is true ; but in so far as the latter is concerned, it would not 
be possible to remove the existing inequities through this device. The sur- 
charges are levied at present on a purely ad-hoc basis and in some States 
the rate structure is proportional. Even if they are levied on a permanent basis 
and the rates are progressivised by suitable legislative measures, the existing 
inequities cannot be removed because the present land revenue rates are highly 
non-uniform. Per contra, this system further accentuates the existing disparity 
of land revenue rates. Let us suppose that three landholders, A, B, and C possess 
, equal amount of land of the same quality, and pay by way of land revenue 
Rs. 100, Rs. 80, and Rs. 60 respectively. Let us also suppose that a progressive 
surcharge is levied with the result that A, B and C are made to pay the surcharge 
of As. 4, As. 3 and As. 2 per rupee respectively. Now the amounts of land 
revenue to be paid by A, B and C would be Rs. 125, Rs. 95 and Rs. 67*50 res- 
pectively, This clearly shows that the existing disparities would get accentuated 
under this system. Needless to say, this militates against the principle of equity. 
The imposition of progressive surcharges without removing the basic regressivity 
and non-unifonnity of land revenue would therefore amount to spreading a 
beautiful carpet over debris. Hence, the levy of surcharges, though a ready 
device to raise more revenue, does not remove the basic inequity of land 
revenue. 

2.3 Levying a Tax on Commercial Crops 

It is also suggested that levying a tax on commercial crops makes the land 
revenue system equitable for the reason that generally, only the well-to-do 
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cultivators grow such crops and profit by them. The assumption underlying 
this plea is unwarranted as commercial crops are grown not only by the rich 
and the poor alike but in some areas they are the only crops grown. The large 
landowners growing only food crops (owing to one reason or the other) get 
automatically exempted from the levy and this obviously is not consistent with 
equity principle. In view of the fact that the prices of commercial crops were not 
taken into account in the initial fixation of assessments and that these crops are 
generally more paying, a levy on the same may, at best, make the system a little 
more aligned with the significant rise in agricultural prices and bring more 
revenue to the Governments. But the land revenue system cannot be made 
basically equitable by this device. 

2.4 Progressivisation of Land Revenue Rates 

Despite the fact that land revenue is associated with the in rem doctrine , 
some writers have thought in terms of progress! vising the present land 
revenue rates. For instance, Dr. 1. S. Gulati suggests an illustrative scheme 
of progressive land tax*^ which is as follows : 


Rate of Land Revenue 

Area of Household Holding ( Per acre ) 

Rs. nP, 


First 20 

acres 

2-50 

Next 10 


5-00 

10 

j? 

7-50 

„ 10 


10-00 

„ 50 


15-00 

Balance 


25-00 


This scheme is not equitable in the context of present land revenue system. 
Dr. Gulati exempts holdings below 20 acres from progression and suggests 
progressive rates on the rest. Those having holdings below 20 acres will, how- 
ever, continue to pay the existing rates. Now supposing, A holds 15 acres of 
rich irrigated land and B possesses 25 acres of dry sandy land. According to 
Gulati’s scheme, the latter is subject to progressive rate, whereas the former, 
who obviously gets many times more income than B, is not affected at all. Even 
if the exemption limit is w^aived, the inequitable incidence still persists. Again, 
if X has 1 10 acres of poor red soil and Y possesses 30 acres of rich irrigated 
land, according to Gulati’s rate structure, Zhas to pay ten times what he 


8 I. S. Gulati, Resource Prospects of the Third Five Year Plan, op. cit., p. 73. 
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pays at preseat, whereas F is required to pay only twice the preseat paymeat 
in spite of the fact that F gets at least two to three times more income 
than X 

It is thus clear that the progressivisation of land revenue rates in the conteKt 
of the present system would lead to more inequities than it could remove. 
However, this system can be made equitable by a suitable device which we shall 
suggest in the following chapter. 

3. Removal of Inelasticity 

As we have already noticed, the most intractable feature of land revenue is 
its rigidity. Attempts have been made from time to time to render land revenue 
elastic but in vain. The most important of them are (/) the Punjab sliding scale 
system, (ii) the revision of rates with reference to price changes, (Hi) the col- 
lection of land revenue in kind and (/v) the surcharges and remissions. Let us 
examine these one by one. 

3T Punjab Sliding Scale System 

The sliding scale system was adopted in two experimental settlements con- 
cluded since 1930 in the districts of Montgomery and Lyallpur in Punjab in 
order to mitigate the increased tax burden resulting from falling prices. The 
modus operandi of this system can be summed up as follows. Based on commuta- 
tion prices the maximum land revenue rates payable during the settlement 
period are fixed for each assessment circle. These maximum rates, however, are 
not collected in full unless the general price level of the chief crops of the dist- 
rict is at least as high as the commutation price level during the preceding two 
harvests. If the current price level falls short of the commutation price level, 
the taxpayer gets remission to the extent of the difference between the 
commutation price level and current price level. It may be made clear that the 
remission to be given is based on the prevailing market prices of two 
preceding harvests but not of current harvest owing to the fact that “ the 
land revenue is payable before the marketing of the crops is complete and the 
season’s prices are fully available.”^ The remissions are granted in terms of 
half-anna per rupee of assessment or they can be expressed in terms of 
percentage deductions from the full demand. The percentages are 3^, 6™, 
9|, and so on, depending on the actual price level of preceding two 
harvests. 

This device suffers from several shortcomings which are too well known to 


9 Report of the {Punjab) Land Revenue Committee, 1938, Superintendent, Government 
Printing, Lahore, Punjab, 1938, p, 40. 
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require our detailed attealioii.We, therefore, briefly list them as follows.^® Firstly, 
this system has no provision to net in a portion of increased incomes due 
to rise in prices. Secondly, the remissions are related to the prices of two pre- 
ceding harvests and not to the current prices, and this violates the principle of 
current ability. Thirdly, under this system relief is given indiscriminately to the 
rich and poor alike which is not desirable. Moreover, the rich will be benefited 
more because of their larger holdings obviously at the expense of the general 
taxpayer. And lastly, this system does not take into account the changes in 
yield which is as important as prices in fetching income. It may however be 
admitted that any attempt to take changes in yield into account will be con- 
fronted with innumerable difficulties. In view of all this, it may be concluded 
that the Punjab sliding scale system cannot introduce the requisite degree of 
elasticity into the land revenue system. 

3*2 Revision of Rates with Reference to Price Changes 

The nearest solution given so far in this respect is the proposal of the Taxation 
Enquiry Commission, 1953-54, which contemplates a ten-yearly revision of 
‘ the standardised assessments’ (explained in Section 4 below) purely with re- 
ference to changes in price levels.^^ This revision has to be carried out “more or 
less automatically on the basis of the price-levels without the intervention of 
an elaborate administrative machinery operating on small units over long 
periods at disproportionate cost.”^^ 


10 Vide, V. V. Sayana, The Agrarian Problems of Madras Province, The Business Week 
Press, 173, Lloyd Road, Madras 14, 1949, pp. 73-74. 

11 ^ It is not entirely true that the Taxation Enquiry Commission has said this for the 
first time. Professor Gadgil as far back as in 1928 had suggested briefly the basic scheme of 
land revenue reform which the Commission has outlined in some detail and recommended 
in its Report. The following passage from his Bombay Land Revenue System makes this clear, 

“ Some time or another an overhauling of the land revenue rates all over the Presidency 
must be undertaken and this operation will necessarily have to be in the nature of levelling 
the burdens down. As soon as the financial condition allows, this sort of initial Presidency 
settlement aiming at merely producing an equality of the ‘ incidence of taxation ’ all over 

the Presidency may be attempted This operation will not be a detailed settlement, but 

will be in the nature of the adjustment of the rates to a new, uniform and fairly low standard. 
These rates having been attained they would be liable to change only in the case of general 
changes in the price level, A five-yearly or ten-yearly revision of these, according as the condi- 
tions have changed, would be quite enough. The first measure would bring about a general 
equality of taxation and the periodic revisions of the money rates after that would guarantee 
that there is no discrepancy between the money burden and the actual burden that is sought 
to be levied. ’’ D. R. Gadgil, Bombay Land Revenue System, Surat, 1928, p. 32. 

The Madras Land Revenue Reforms Committee also suggested a similar scheme 
relating the surcharges and rebates to the suitable points in the price levels. This system 
however envisages a continuous operation m contrast with the decennial revision recom- 
mended by the Taxation Enquiry Commission, vide. The Land Revenue Reforms Committee, 
Madras, Second Report, op, cit., pp, 32-38. Again, the principle of revising assessments in 
accordance with certain price changes has been incorporated in Section 117-M of the 
Land Revenue Code ( Amendment ) Act of 1939 in the State of Bombay. This we have 
already discussed in Chapter 6. 

12 Report of the Taxation Enquiry Commission, 1953-54, Volume III, op, ciL, p. 228. 
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Prices Land revenue 

Rise in prices Increase in land revenue 


Upto 25 per cent (4 annas in the 
rupee) 

Above 25 per cent (4 annas in the 
rupee ) but not above 31~ per 
cent (5 annas in the rupee) 

Above 31 1 per cent (5 annas in 
the rupee) but not above 37| 
per cent (6 annas in the rupee) 
Above 37 J per cent (6 annas in 
the rupee) but not above 43 
per cent (7 annas in the rupee) 
Above 43^ per cent (7 annas in 
the rupee) 

Fall in prices 

Upto 25 per cent (4 annas in the 
rupee) 

Above 25 per cent (4 annas in the 
rupee) but not above 31~ per 
cent (5 annas in the rupee) 

Above 31 1 per cent (5 annas in 
the rupee) but not above 37| 
per cent (6 annas in the rupee) 
Above 37| per cent (6 annas in 
the rupee) but not above 43|- 
per cent (7 annas in the rupee) 
Above 43^ per cent (7 annas in 
the rupee) 


Nil 

3~ per cent (half an anna in 
the rupee ) 

per cent (one anna in the 
rupee) 

per cent (one and half anna 
in the rupee) 

12| percent (two annas in the 
rupee) 

Reduction in land revenue 
Nil 

6 1 per cent (one anna in the 
rupee) 

12~ per cent (two annas in the 
rupee) 

18| per cent (three annas in 
the rupee ) 

25 per cent (four annas in the 
rupee) 


Generally, the price index is based on the main foodgrain of the region, but 
where a commercial crop predominates, the price of the same is to be taken into 
account. If both the commercial and food crops are important, a composite 
index may be taken. As for the regional range of price, “ it would suffice to 
relate the index to the entire area of the State or, where that area happens to be 
too large, to each of a very few regions into which the State may be divided.”^^ 
The period of revision suggested is decennial. In the case of the first revision of 


ts Report of the Taxation Enquiry Commission^ 1953-54. Volume III, op^ cit., p. 279 
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standardised assessment, the base period for measuring price changes should 
consist of not less than ten and not more than twenty years immediately pre- 
ceding the standardisation* For instance, if the standarisation of assessments 
takes place in 1956 and the revision, therefore, in 1966, then for this first revision 
the base period would fall in the years 1936-55 and would consist of not less 
than ten years preceding 1955. The current period would be 1956-65* In the sub- 
sequent revision this current period becomes the base period, and the following 
ten years (/. e,, 1966-75) constitute the current period; this process would be 
repeated. The Commission has suggested the above scheme of changes in 
land revenue assessments with reference to price movements.^^ 

In the prevailing circumstances, this scheme perhaps provides a relatively 
satisfactory solution. However, it has its limitations. If the prices start falling 
soon after the revision, particularly when the prices in the ten years preceding 
the revision had been considerably high, the land assessments would prove to be 
unduly heavy for ten long years. If after the next revision the prices start rising 
steeply, the assessments revised in the light of low prices that prevailed in the 
previous ten years, will be unduly low. Thus, this scheme would make the culti- 
vators pay more during the period of falling prices and less in the period of 
rising prices. Nevertheless, it may be expected that the price variations over a 
period of ten years would not be so large as to inflict undue injustice on the 
agriculturists. Again, this scheme does not take into account the variations in 
production and thus remains a partial solution in respect of removing inelasti- 
city. All the same, in the absence of a better alternative, the scheme of revising 
land revenue rates with reference to price changes, mutatis mutandis^ is capable 
of delivering the goods. 

3.3 Collection of Land Revenue in Kind 

Collecting in kind a portion of gross produce on the field is an inherently 
elastic system with automatic adjustment. But in its actual working, as we have 
noticed in the previous chapter, the system involves innumerable difficulties 
and thus becomes unfeasible. The adoption of this system is also not desirable 
because ‘‘payment in kind does nothing to encourage the growth of a money 
economy.’'^® 

3.4 Surcharges and Remissions 

The surcharges imposed from time to tmie are also intended to render 
the land revenue system elastic, but their nature and limitations discussed 
above hold good here also. As for suspensions and remissions they go a long 


14 Ibid,, p. 230. 

15 Ursula K. Hicks, Development from Below, The .Clarendon Press, Oxford, 1961, p. 325. 

.. 25 *. 
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way in relieving the cultivators of the tax burden, but that is only during the 
period of exceptionally bad crops or an unusual decline of prices as was the 
case during the Great Depression. In the case of nonnal decline of prices and 
production, the assessments are not accordingly adjusted. Hence this cannot 
be considered as a feature rendering the system wholly elastic. 

4. Removal of Disparity of Rates 

The existence of wide disparities of land revenue rates not only from State 
to State but within each State from region to region is an organic anomaly of 
a huge cadastral system in a vast country like India. The disparities, arising out 
of our inability to conduct settlement operations simultaneously throughout 
the State, have been widened and worsened by the post-Independence inte- 
gration of former princely States and Zamindari areas, and also by the recent 
linguistic reorganisation of the entire nation into the present Stales. The time 
has come to have a clean and uniform levy of land revenue rates throughout 
each State, and in fact, throughout India when all the tenure systems have con- 
verged to one common Raiyatwari pattern. By uniformity of rates, we mean 
imposing approximately equal tax liabilities on similarly situated cultivators. 
Let us briefly review the previous solutions suggested in this respect. 

The Madras Land Revenue Reforms Committee's proposal based on 
Marjoribanks Committee’s suggestion in 1937 sought to bring in uniformity 
of land revenue rates in the State as follows. All the districts in the State are to 
be divided into three groups : 

Group A consists of those districts or tracts which were resettled after 
1914 wherein the price levels of the middle period (1905-06 to 1913-14) and of a 
number of years of the later period, f.c., post-1914-15, and possibly very few 
years of the pre- 1905-06 period, entered into the calculation. The whole of the 
resettlement enhancements should be cancelled in the case of these areas. 

Group B consists of those areas which were resettled during the period 
1905-06 to 1913-14 wherein the price levels of the earlier period, /.e., pre- 
1905-06, and of the middle period of 1905-06 to 1931-14 only, entered into the 
calculations. In the case of these tracts the resettlement enhancements should 
be reduced by 50 per cent. 

Group C consists of al) the remaining areas which were settled prior to 
1905-06, wherein the prices prevailing in the earlier period upto and inclusive 
of the 1904-05 entered into the calculations. The land revenue rates prevailing 
in these areas should not be disturbed. 

The rationale of the above three divisions is based on the fact that the price 
level was more or less steady throughout the period 1860-61 to 1904-05, and 


16 The Land Revenue Reforms Committee, Madras, Second Report, op, cit,, pp. 23-26. > 
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Started rising steadily during 1905-06 to 1914, and steeply after 1914.^^ The 
implementation of this scheme, the Committee thought, would make the burden 
of land revenue uniform and equitable. 

Obviously, this scheme is out-of-date in the current context of lightened burden 
of land revenue. To bring in uniformity one need not cancel the previous en- 
hancements and then again increase those standardised rates in relation to 
price changes. The reduction of 50 per cent in the case of Group B is only a very 
rough approximation and the uniformity brought about by this method is not 
worth the name. Moreover, certain merged areas do not have previously fixed 
assessments in accordance with the cadastral surveys, and as such, they do not 
lend themselves to this scheme. Of course, the prevailing rates in the adjoining 
areas may be applied to these areas till the new assessments are fixed after 
completion of the survey work. But the fact remains that the disparities at best 
can be slightly mitigated but not substantially removed by this scheme. 

A similar scheme has been worked out by the Taxation Enquiry Commission, 
1953-54, which describes the usual 20-year period, based on the prices of which 
the commutation price level of a settlement or resettlement is worked out, as 
“relevant price-period”, and divides the whole period since 1880 into four phases, 
and works out the average price levels for the same with 1873 as base year. The 
Commission arrives at the conclusion that the earlier the relevant price period, the 
lower the relative level of assessment^ The Commission claims that its scheme is 
simple, ad hoc and readily applicable, and would consist in grading the increases 
in relation to the price period relevant to the settlement or resettlement at which 
the existing assessment was fixed. Since enhancements during resettlements can- 
not exceed 25 per cent, the Commission has suggested the following formula^'^ 
for arriving at standardised uniform rates within the broad limits. 


Relevant price period 

1 

Average price level 
( price in 1 873= 100 ) 

2 

Increase in existing 
assessment for arriving 
at standardised assess* 

ment 

3 

1880-99 

124 

25 per cent 

1900-19 

195 

12i „ 

1920-39 

242 

.. 

1940 oawards 

697 

Ni! 


17 The Land Revenue Reforms Committee, Madras, Second Report, op, cit., p. 23. 
la Report of the Taxation Enquiry Commission, 1953-54, Volume III, op, cit., p. 227. 
19 Ibid. 
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The formula given above is self-explanatory. The Commission is aware of 
the limits of its scheme and points out that the fonmila is merely illustrative 
of the broad manner in which “ Standardisation ” can be attempted. 

Though this formula looks simple, it involves laborious recalculations, re- 
adjustments of rates, etc. Legislative sanction would, of course, be necessary for 
such a measure. And, the present disparities are too wide to be leveEed by this 
simple scheme to any considerable extent. Moreover, when disparities continue 
to exist (as is clear from the formula ) even after the tedious implementation 
of the Commission’s proposal, no real purpose is served. While the formula 
can be credited as a step in the right direction, it cannot be admitted as a 
solution to the problem. The Commission thinks that aiming at elimination 
is neither feasible nor necessary We do not concur with this view as it under- 
mines the importance of removing the disparities; the latter is as important 
as any other aspect of reform in the land revenue system. The fact that different 
tracts were assessed at different times and were subject to different political 
regimes is no excuse for the existence and continuance of different rates which 
are glaringly inequitable. The basic principle of tax justice, "‘equal treatment 
of equals,” demands the imposition of similar liabilities on similarly situated 
cultivators throughout the State in spite of political resistance, administra- 
tive inconvenience and fiscal disturbance. The failure to achieve this is a failure 
to realise the cherished objectives of being ruled by a common and democra- 
tically set-up Government. 

5. Conclusion 

It is clear from the foregoing account that even if certain additional measures 
are enforced, the land revenue system would continue to suffer from inequity, 
inelasticity and non-uniformity, though in a slightly lesser degree. These various 
measures are therefore only palliative rather than curative. All this makes it 
clear that we are left with no alternative but to think in terms of devising a 
suitable scheme which, while drawing upon the present valuable cadastral 
surveys, classifications and records, incorporates equity, uniformity and elasti- 
city into the land revenue system. 


20 Report of the Taxation Enquiry Commission^ 1953-54, Volume III, op* cit*^ p. 226, 
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A SCHEME OF LAND REVENUE REFORM 

1 . Introduction 

We have essayed in Chapter 10 to find out an effective alternative to the 
present land revenue system, but in vain. The different substitutes that we have 
examined are either worse than, or equally defective as, the existing land 
revenue system. We have reviewed various suggestions put forward in 
respect of reforming the land revenue system, such as the imposition of agri- 
cultural income-tax over and above land revenue, levying of surcharges, stand- 
ardisation of assessments, revision of rates with reference to price levels, and 
so on. We have found that even if these reforms are implemented the land 
revenue system would still suffer from three principal defects, viz., inequity, 
inelasticity and non-uniformity, though in a slightly lesser degree. We have 
further observed that the existing cadastral information is valuable and should 
be made use of. We have also concluded that as long as land revenue 
remains a tax in rem instead of a tax in personam, equity as we understand 
in the modern theory of taxation cannot be infused into the land revenue 
system. Against this background, we have thought over the problem in several 
ways and eventually evolved the following scheme. 

2. Scheme of Land Revenue Reform 

Any reform measure should forthwith do away with (a) the present system of 
taking land as unit of assessment which is abstracted from the real paying 
capacity of the taxpayer, and {b) the proportional rate structure which tends 
to be regressive in practice. 

We have seen in Part One how the lands were, subject only to inevitable 
limitations, classified and graded into various categories in terms of their 
productive capacity. Fortunately, we have well-maintained records containing 
information in this regard, excepting, of course, in respect of some former 
princely States and Zamindari areas. Based on this information, to start with, 
let us reclassify and measure the entire laud holdings of different productivities 
in terms of one common unit which we may call the Standard Acre. The 
measurement of the present land holdings in terms of standard acres has to be 
necessarily based on an estimate of yielding capacity of land in some form, which 
may be either gross produce or net produce. Obviously the latter is the more 
desirable basis. The next problem is which net produce is to be taken into 
accfountj either current net produce or average net produce or potential net 
produce. The current net produce is an inadequate indicator of the yielding 
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capacity of cultivable land as the quantum of output generally varies from 
yeat to year and from crop to crop. The average net produce arrived 
at by taking the mean of, say, 20 preceding years' net produce can 
be a suitable criterion, provided we have statistical data of production 
for each landholding or at least for each class of land. Obviously 
it is impossible to obtain such data. The third alternative is potential net 
produce which is both suitable and desirable for our present purpose. 
Potential produce may be defined as the produce that could be obtained from 
a piece of land under normal climatic conditions and proper management when 
efficient methods of cultivation v^hich are within the reach of cultivators are 
applied. In other words, we have to ascertain what a particular land is capable 
of yielding under efficient cultivation as generally understood under Indian 
conditions. The price level required for valuation purposes should be a mean 
of prices prevailing in a certain number of years. In the present context, the 
average of the agricultural prices during the first two plans may be taken for 
estimating the potential incomes. In the areas where the same crop is grown 
every year, the potential income is related to that crop. In the case of those lands 
where there is crop rotation, an estimate may be made regarding the potential 
income of each type of crop for a period of, say, three or four years, depending 
on the number of crops grown and the average of the same may be taken. 
From the potential income thus obtained is to be deducted the normal cost 
of production to arrive at potential net income. The normal cost of production 
includes the costs of ploughing cattle, labour required for sowing, reaping, 
threshing, etc., agricultural implements, seeds, manures, fertilisers, pesticides 
and miscellaneous items, if any. If the cattle are owned their maintenance 
charges, or if hired, their hire charges are to be taken into account. Also, we are 
here concerned with the quantum of labour required for cultivation and not 
with whether labour is contributed by family members or hired labourer^. 
The rental value of land and the interest on the capital invested on the land 
should not be deducted as expenses. The actual net income might exceed or 
fall short of the estimated potential net income; but these variations are not 
to be taken into account. 

It is not necessary to find out potential net income of each holding nor is it 
feasible to go into such laborious and meticulous calculations. It is enough if 
potential net income of each ‘‘class” of land is ascertained by estimates or crop 
experiments. Based on these estimates, potential net incomes of landholdings 
falling under a particular class of land are to be fixed. Climatic, topographical 
and transport advantages may be taken into account while estimating the pot- 
ential net incomes of landholdings in a given tract. These various factors 
can be brought to bear on the estimates of incomes by means „of decimal points. 
Now suppose, there are two pieces of irrigated land of equal productive capacity, 
differing, however, in respect of proximity to the market. If one acre of the land 
in advantageous position is taken as a standard acre, then one acre of the other 
land should be taken as, say, 0'8 standard acre only. This illustration is only a 
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broad indication of the lines on which several factors influencing the income 
from land may be accommodated. In view of the experience gained and 
information obtained in the past surveys, this need not be an intractable 
problem. 

Once we know the potential net incomes of landholdings, it is easy to measure 
them in terms of the standard unit. Wc may illustrate this by a hypothetical 
example. Let us suppose a rich irrigated land is capable of yielding a net inco'nc 
of, say, Rs. 300 per acre. Let us also suppose that a piece each of alluvial black 
soil, medium red soil, and a hilly tract arc capable of yielding net incomes of 
Rs. 150, Rs. 100 and Rs. 50 per acre respectively. Let us take one acre of the 
irrigated land as standard acre to facilitate conversion. Now if we measure the 
latter classes of land in the given example in terms of standard acres, tv/o 
acres of alluvial black soil, three acres of medium red soil, six acres of hilly 
tract would be equivalent to one standard acre. Thus, a person holding either 
one acre of irrigated land or two acres of black soil or three acres of red soil 
or six acres of hilly area, will be deemed to possess only one standard acre. 
On this principle let us reclassify the entire landholdings of different productivity 
in tenns of a standard unit, and measure the taxable capacity of a cultivator 
in terms of standard acres he possesses. 

After reclassifying the lands in the manner explained above, a graded tax 
should be imposed on cultivators, exempting those having land below one 
standard acre, if the situation warrants. To start with, the present total land 
revenue of the State may be divided by the total number of standaid acres and 
the rate thus arrived at per standard acre is to be levied on the cultivators 
falling in the lowest size group, and is to be subsequently progressivised on 
the rest of the cultivators. 


Table 36 

DISTRIBUTION OF AREA OWNED IN EACH SIZE GROUP IN MADRAs'"^ 


Size group 

Area owned in 

Size group 

Area owned in 

of holdings 

each size group 

of holdings 

each size group 

(in acres) 

(in thousand 
acres) 

( in acres) 

(in thousand 
acres) 

Not exceeding 




2-5 

2,231 

30-40 

1,424 

2- 5-5-0 

3,360 

40-60 

1,546 

5-10 

5,136 

60-100 

1,357 

10-20 

5,389 

Above 100 

2J99 

20-30 

2,525 

All size 
groups 

25,768 


(a) The data refer to Madras excluding the area transferred from the former State of 
Travancore-Cochin for which data arc not available. Besides, area of holdings^ has been 
expressed in terms of "dry acres’. One wet acre has been deemed to be equal to ‘three dry 
acres’. 

Source : Third Five Year Flan, op, cit. p. 243, 
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Let us concretely illustrate our scheme with reference to Madras. Fortunately, 
we have the following data regarding the area of the landholdings distributed 
over each size group. ( See Table 36 ). In accordance with our scheme, 
let us convert these ordinary acres into standard acres, taking three dry acres 
( which are equivalent to one wet acre as given in explanatory note ) as one 
standard acre, and assuming that the frequency distribution of landholdings 
within a size group is uniform. By this method we obtain 8,589 thousand stand*' 
ard acres (25,768 thousand ordinary acres divided by 3). The total land revenue 
(excluding the portion due to irrigation) in the Madras State for the year 1959-60 
is Rs.48,967 tliousand(see Statistical Appendix, Table3).The average land revenue 
rate per standard acre is Rs. 5*70 which is obtained by dividing the total land 
revenue by total number of standard acres. The results of the conversion of 
ordinary acres in different size groups as given in Table 36 into standard acres 
in suitable size groups, the suggested progressive rate structure, and the esti- 
mate of revenue obtainable under the new scheme, are embodied in Table 37. 

Table 37 

ESTIMATE OF LAND REVENUE UNDER THE STANDARD ACRE 
SCHEME IN MADRAS STATE 


Size group of 
holdings 

{in standard acres) 

Area in standard 
acres {in 
thousands ) 

Rate of land 
revenue per 
standard acre 
( in Rs . ) 

Estimated revenue 
{Rs. in thousands) 

Below 5 

4,m 

5-70 

25,502 

5 and below 10 

1,740 

6-50 

11,310 

10 „ 15 

604 

7-50 

4,530 

15 „ 20 

386 

9-00 

3,474 

20 „ 25 

170 

11-00 

1,870 

25 „ 30 

169 

14-00 

2,366 

30 and above 

1,046 

18-00 

18,828 

Total 

8,589 


67,880 


As is clear from this table, the average land revenue rate per standard acre is 
levied on the lowest size group and subsequently progressivised. This results 
in personalising land revenue. In addition, we would like to add the following 
features. Those who possess land below one standard acre should be exempted 
from the payment of land revenue, provided their total annual income from all 
sources does not exceed Rs. 600, or when it is not ascertainable or reliable, the 
selling value of their property does not exceed Rs, 2,000. It is a matter of 
common observation that Rs. 50 a month would suffice for a bare minimum 
standard of living to a family of normal size residing in a village. We have 
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suggested this with a view to giviag relief mainly to agricultural labourers who 
own small pieces of laud but whose main income is from their labour. There 
is, however, a well-known and convincing argument against the exemption of 
lands from taxation. The Madras Land Revenue Reforms Committee observed: 

There is an essential difTcrcnce between land and other means of production. Whereas land 
will continue, apart from periodical attention to it by way of manuring, almost indefinitely, 
the other means of production aie all wasting assets and would have to be scrapped periodic- 
ally and replaced by entirely new machinery. Therefore, an essential distinction arises 
between the land and other means of production, and this, m our opinion, would justify a 
differential treatment. On this ground we would hold that some kind of levy on land is 
justifiable even in strict theory.^ 

In view of this, we would like to suggest that a nominal fee may be imposed 
on those who are entitled to exemption under our scheme. A rupee on those 
having land above 0*5 standard acre but below one standard acre, and half a 
rupee on those having below 0*5 standard acre would, in our view, meet the 
theoretical and practical objections to exemptions. This fee may be called 
‘‘ patta fee There is another feature which we would like to introduce in 
respect of personalising the tax. That is, in the case of joint families, the culti- 
vators are to be assessed not by the rates applicable to the size group into which 
they fail, but by the rates applicable to the immediately preceding group. Be- 
sides being equitable, this would weaken the tendency to split the landholdings. 
However, those in the lowest size group would not benefit by this as there is no 
provision for a lower rate. This is a limitation which we have consciously 
allowed. Owing to lack of relevant data, these provisions, however, could 
not be taken into account in estimating the revenue. As it is, the estimated 
revenue under the new scheme is Rs. 678*80 lakhs, whereas the total land revenue 
(Rs. 489*67 lakhs) and agricultural income-tax (Rs. 153*49 lakhs) put together 
amount to Rs. 643.16 lakhs in the year 1959-60; thus, the former exceeds the 
latter by Rs. 35*64 lakhs (/. e., 678*80 — 643*16). This surplus would, however, 
get reduced (or may even disappear) once the provisions mentioned above are 
enforced. But it is to be remembered that about half of the revenue under the 
agricultural income-tax is obtained from plantations which continue to pay the 
agricultural income-tax over and above land revenue under the new scheme. 
We have pleaded in the previous chapter that the entire income of these plant- 
ations and other large fanns which are exempted from ceilings, should be 
subjected to the central income-tax and that the affected States should be duly 
compensated by the Centre through a suitable device. In view of all this the sur- 
plus revenue that can be obtained under the new scheme may be estimated at 
about Rs. 75 lakhs (f. e., half of the agricultural income-tax in 1959-60). All 
our estimates, which are subject to certain assumptions and limitations mentioned 
above, relate to pre-ceiling period. Now that the ceilings are to be enforced 


1 The Land Revenue Reforms Committee ^ Madras, Second Report, op. cit.,pAS. 
.26.. 
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in the Madras State our scheme would be all the more important from the 
revenue point of view because the revenue under the agricultural income-tax 
would be practically inconsiderable. Also, whatever may be the pattern of 
distribution of landholdings after ceilings are enforced, the Government 
always stands to gain by our scheme as the rate schedule commences with 
the rate derived by dividing the total land revenue receipts by total number 
of standard acres. However, we may add here that a more scientific and 
desirable method of fixing the rates of assessment would be to earmark that 
portion of income from agricultural sector, which should be taken through 
land revenue for developmental purposes without affecting its progress and 
then adjust the rates of levy accordingly, of course, taking into account the 
other taxes paid by the cultivators. 

The scheme outlined above would do away with the glaring inequities and 
ugly disparities of the current land revenue system. But the new scheme 
is not yet equipped with elasticity so as to take into account the changes in 
incomes. A scheme, to be elastic in the full sense of the term, should automati- 
cally take into account the changes in cultivators’ incomes arising out of 
changes in production as well as prices. But any attempt to ascertain changes in 
production will at once land us in insuperable administrative difficulties. 
Also, as we have stated already, the higher productive potential consequent on 
personal efforts of cultivators should not be taken into account. If the 
increase in the production is due to new irrigational facilities provided by the 
State, betterment levies should come into operation. Of course, it would be a 
limitation of the scheme to ignore changes in production, but this drawback 
would not be grave in view of our emphasis on potential net income. All this 
leads us to think in terms of revising land revenue rates purely with reference 
to changes in prices. One thing that claims our attention here is the parity index 
or the parity price ratio. It is generally regarded that the ratio of the index 
of prices related to the index of prices paid by farmers is a good indicator 
of the position of agriculturists. If we revise land revenue rates according 
to parity price ratio, then the rates will have to be raised or lowered only if 
the real incomes of cultivators increase or decrease. This may be worth 
adopting under normal conditions. But it would be undesirable to relate 
the revisions only to real incomes even during inflationary period 
because the money incomes may have significantly gone up ( while the 
real incomes remain unaltered ) so as to warrant an enhancement 
of land revenue rates. The value of the rupee obviously goes down 
during inflationary times and the Government is justified in replenishing the 
loss of revenue consequent on the decline in the value of the rupee by enhancing 
the tax rates. This would also serve as an anti-inflationary measure. Hence, 
pinning down the revisions solely to the parity price ratio is not warranted. 
A study undertaken in the United States to examine the effectiveness of the 
parity price ratio daring the period 1910-58 as an indicator of per capita, per 
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farm, and per worker net farm income, money and real, has led to, inter alia, 
the following conclusions : 

The parity ratio is a good indicator of the level of aggregate net real income from farming. 
It is a poor indicator of per unit {per capita^ per farm, or per worker ) net real income from 
farming.. .The relationship between the parity ratio and ail of the net income measures con- 
sidered changed during a period centering on World War 11. Since World War 11, a given 
parity ratio has been associated with a higher net income than it was prior to World War II. 
For example, a parity ratio of 90 was associated with about a $320 per capita net real income 
from farming for the period prior to World War II, and about a $590 per capita net real income 
from farming since World War 11. This change in levels considerably lowered correlation 
between the parity ratio and the net income measures for the 1910-58 period. - 


In view of all this, it contents us to suggest the follo wing device in respect of 
elasticity. 

After reclassifying the present landholdings in tenns of standard acres and 
imposing progressive rates in the manner explained above, the Ian d revenue 
rates are to be revised according to the rise or fall in the prices. We have 
stated earlier that the price level required for estimating the potential net in- 
comes should be the average of agricultural prices pievailing in the first two 
Plans. Taking this average price level as 100, land revenue should be 
enhanced as specified in Table 38. 


Table 38 

REVISION OF LAND REVENUE RATES UNDER THE STANDARD ACRE 

SCHEME 


Size group 
of land 
holding in 
standard 

acres 

Amount of land revenue to be increased in a rupee when the 
price level is between 

100-149 

nP. 

150-199 

nP. 

200-249 

nP. 

250-299 

nP. 

300-349 

nP. 

And 

so on 

0-5 

Nil 

2 

4 

6 

8 


5-10 

>> 

3 

6 

9 

12 


10-15 


4 

8 

12 

16 


15-20 

79 

5 

10 

15 

20 


20-25 

77 

6 

12 

18 

24 


25-30 

79 

8 

16 

24 

32 


Above 30 

97 

10 

20 

30 

40 



Since we take into account the State average prices the provision of 50 
points increase for revising land revenue rates is necessary to safeguard the 


2 William L. Ruble, “ A Comparison of the Parity Ratio with Agricultural Net Income 
Measures, 1910-58 ”, Journal of Farm Economics, Volume XLIII, Number 1, February 1961, 

p. 111. 



204 


AGRICULTURAL TAXATION 


interests of the cultivators. It would also prove administratively advantageous, 
without at the same time unduly exposing the Government to any considerable 
loss of revenue. We have not made any provision in Table 38 for reduction 
of land revenue rates if the prices fall below 100, because such a decline in prices 
under the prevailing circumstances is beyond the range of practical 
expectation. However, as a theoretical case, if prices manage to decline below 
100, land revenue should be reduced as specified in Table 39. 

Table 39 


REVISION OF LAND REVENUE RATES UNDER THE STANDARD 
ACRE SCHEME 


Size group 
of land 
holdings 

Amount of land revenue to be decreased in a rupee 
when the price level is between - 

100-81 

nP. 

80-61 

nP. 

60-41 40-21 

nP. nP. 

All size groups 

Nil 

10 

20 30 


Apart from what we have suggested above, the present system of giving 
remissions in the case of total or major crop failures due to natural calamities 
should be continued. 

The scheme outlined above needs to be supplemented by certain obser- 
vations and suggestions. The working of the new scheme implies continuous 
operation of measuring land in terms of standard acres. For instance, if some 
lands are affected due to natural calamities, such as earthquakes, erosion, etc,, 
they are to be reclassified in the light of changed fertility. So also lands brought 
under Government source of irrigation should be reclassified after a lapse 
of some initial period, say, 3 years, in addition to being subject to betterment 
levy. If lands are transferred from one person to another, their total standard 
acres are to be calculated immediately. All these are no more difficult than the 
present system of reclassifying the lands as and when they are affected by 
natural calamities, and recording the change of pattas when the transfer of 
lands takes place. If in the course of time the productivity of agriculture in- 
creases, say, more than twice due to the adoption of more efficient techniques 
of cultivation, then the levels of net incomes of landholdings may be refixed 
as warranted by the changed factors. Such a situation can be expected to arise 
only infrequently, and as such there should be no difficulty in refixing the levels 
of net incomes of different landholdings. Further, the consolidated assessment 
as found, for instance, in the States of Madras and Andhra Pradesh, should be 
split into dry assessments and irrigation charges, as that would avoid certain un- 
necessary complications involved in reclassifying the lands in terms of standard 
acres. The water rate, unlike land revenue, is a fee involving quid pro quo and 
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may be treated as one of the items of cost cultivation in estimating the potential 
incomes. The system of levying surcharges on land revenue and special assess- 
ments on commercial crops, should be abandoned wherever it is in vogue after 
the implementation of our scheme. As far as the cesses on land revenue are 
concerned, there should be one consolidated cess in place of several cesses such 
as land cess, education cess, and so on. The revenue obtained under the con- 
solidated cess may be allocated among different relevant heads in accordance 
with a formula properly evolved for the purpose. The evidence obtained by 
the Andhra Land Revenue Reforms Committee seems to support our view. The 
Committee observed : 

We have everywhere been told by the ryots, the Village Officers and the Government 
servants ( Officers ), with equal emphasis, that this multiplicity of taxes must go. There were 
complaints everywhere that taxes have gone up steeply but more than the quantum, it was 
the manner of computing the demand that was most seriously objected to. We do feel that 
as long as the same ryot pays to the same Government for almost the same purpose, it 
would be convenient and administratively less costly to have one tax instead of many, if it 
could possibly be helped.'** 

Finally, we may add that the working out of actual details of the entire 
scheme suggested above should be left to the discretion of the administrative 
authorities and the technical personnel concerned. 

Now we may pass on to note the advantages as well as the limitations of 
our scheme. 

3. Advantages of the Standard Acre Scheme 

The suggested scheme comprises a proper blending of the advantages of the 
modern agricultural income-tax as well as the traditional land revenue. We may 
list the advantages of our scheme as follows : 

(/) Firstly, there is no scope for tax evasion in our scheme as there is in 
the case of agricultural income-tax since the cultivators’ paying capacity is 
determined by the number of standard acres he possesses. Again, unlike the 
agricultural income-tax, the levying of a progressive land revenue does not 
involve recurring additional cost. 

(n) Secondly, the suggested levy would be an incentive tax, or at any rate 
not disincentive, as the excess of income over estimated net income is not 
taxed, while the cultivators obtaining less than the expected income get pena- 
lised to that extent. Also, the progressive land revenue is likely to compel the 
rich absentee landlords to cultivate their lands personally. The emphasis on 
potential net income brings the land revenue system in conformity with the 
avowed objective of intensive utilisation of scarce factors of production. 


3 Report of the ( Andhra Pradesh ) Land Revenue Reforms Committee^ 1958-59, Part II, 
Volumes ( m\ (iv) and ( v), op, eit,, p. 451. 
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(in) Thirdly, the tax is progressive and falls equitably on the cultivators, 
exempting those possessing less than one standard acre if the situation warrants. 
Though the tax is still related to standard acres, it is no more associated with 
the out-of-date in rem doctrine and gets personalised to the extent that the nature 
of the family, and the paying capacity of the cultivators are taken into account. 
Only the medium and large landholders will have to pay more while those 
having small landholdings will remain virtually unaffected. This feature of 
the new scheme has a singular advantage in so far as it should weaken the 
resistance to enhancement of land revenue from agricultural classes. State 
Governments will have to deal with the opposition only from richer classes who 
will have no mass support for obvious reasons. At present, whenever the 
Governments attempt to raise the land revenue rates across-the-board, there is 
such huge opposition from the rich and the poor alike that the proposals get 
ultimately shelved. Even as we are writing this, the Government of Andhra 
Pradesh has introduced a bill to double the land revenue rates in the State. 
But it is doubtful whether the Government will be able to see the Bill 
through in its original form in the teeth of bitter opposition from all agricultural 
classes. 

(iv) Fourthly, the rates are uniform throughout the State and fall similarly 
on similarly situated cultivators. 

(v) Fifthly, the land revenue system will be reasonably elastic, safeguarding 
the interest of cultivators as well as that of the Government. The enhancement 
or the reduction of land revenue rates will be automatically carried out. 

(vi) Sixthly, the progressive rate structure of land revenue, if sufficiently 
steep, would be a blessing in disguise in so far as it can tap the interest and similar 
incomes of the large landholders who have also been money-lenders-cum- 
traders in the villages. It is well known that the income-tax cannot reach these 
incomes under the prevailing circumstances. 

(yii) And lastly, we may add that the standard acres in the suggested scheme 
would be more systematically fixed, and that the information regarding their 
total number and their distribution over different size groups would be 
immensely useful both for implementing the present land reforms such 
as the imposition of ceilings on land holdings, and for agricultural planning. 
In the absence of a systematically fixed common unit, the imposition of 
ceilings on the present as well as the future acquisition of landholdings 
would smack of inequity. 

4. Limitations of the Standard Acre Scheme 

While we can legitimately claim certain advantages for our scheme as listed 
above, we must concede that there are certain actual and possible limitations 
which we have to take into account. These latter are as follows : 
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Firstly, the estimation of potential income, the conversion of present 
landholdings into standard acres, the calculation of the normal cost of culti- 
vation, etc., involve much imputation, approximations, averages and reliance 
on certain conventional factors which may dilute the scientific nature of the 
scheme. However, these deficiencies are in no way worse than the defects in 
the present system. In fact, they owe their origin to, and are inextricably bound 
with, the nature of agriculture itself. It may be stated here that there is no alter- 
native but to reconcile ourselves to these limitations. 

Secondly, it is often argued that a progressive land tax will lead to in- 
creased fragmentation of holdings. It is well known that fragmentation is a 
consequence of basic factors such as the hereditary rights of succession and 
the falling of poor cultivators into the clutches of money-lenders who unduly 
appropriate all or parts of lands in lieu of unpaid debts. Irrespective of the 
progressive land tax, fragmentation will continue to take place owing to 
aforesaid factors, unless effective countervailing measures are taken. The 
cultivator might at best try to transfer his land in the name of his family 
members to evade the progressive tax. But this loophole can be plugged if 
we take the entire holdings of all the family members as one taxable unit. 
Also, only those divisions of the property which are duly registered should be 
recognised; and, the registration of the transfer of land to another person, it 
may be noted, involves not an inconsiderable expenditure and inconvenience. 
To say that the mere progressive land tax will make the landowners transfer 
their lands to others in these days of mutual distrust, would be too big a draft 
on human credibility and nothing more than a mere academic apprehension. 
No rational landholder would like to endanger his proprietary rights in 
order to avoid the payment of a progressive tax. It may however be conceded 
that an abnormally steep progressive rate structure may invalidate our 
argument, but such a structure cannot be contemplated in the present 
context. Further, why should one expect that a cultivator will necessarily cut 
a piece of each of his holdings and transfer it to others ? He may transfer as 
well a few of his holdings in toto, and this will not augment fragmentation at 
all. If at all the cultivator transfers his holdings, of course, subdivision 
takes place; but there is nothing alarming about it. As one writer puts in a 
different context : 

Experience suggests that large farms are not always the ones that are most efficiently culti- 
vated. Some of the recent investigations under the Farm Management Studies in the country 
have shown that in general the smaller farms show a higher yield per acre than the larger 
farms. This is largely because the smaller farms are found to be more intensively cultiyated. 
They rely on family labour and practically little on hired labour. Thus . . . even if the size of 
the operational unit were to be reduced one cannot be sure that productive efficiency would 
suffer.^ 

Again, based on the findings of a study on the marketed surplus of agri- 
cultural produce by size-level of holdings in India, Dr. V. K. R. V. Rao says : 

4 T. P. Subramonian, “ Ceiling on Land Holdings in India ”, Tndian Journal of Agri- 
cultural Economics, Volume XIV, No. 2, April-June 1959, p. 7. 
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Incidentally, it ( i. e., the finding that two diametrically different kinds of surpluses con- 

stitute almost equal proportions of the marketed surplus of agricultural produce ) also lays 
at rest the ghost constantly raised in connection with land ceilings, namely, that a reduction 
in the size of the larger holdings will automatically reduce both agricultural production and 
agricultural disposals in India.^ 

All this does not mean that we positively accept the process of subdivision 
and fragementation. What we want to emphasise here is that a progressive 
land tax, by itself, will not lead to subdivision and fragmentation, and that 
even if subdivision and fragmentation take place, they are not likely to affect 
the production levels to any considerable extent. Apart from all this, the argu- 
ment that a progressive land tax would lead to subdivision and fragmentation 
may as well be raised against the imposition of an agricultural income-tax and 
a progressive surcharge on land revenue. This would imply that no progressive 
tax can be levied on landowners, a proposition to which we are not in a position 
to subscribe. It may therefore be safely concluded that the fear of subdivision 
and fragmentation should not be made a pretext against the imposition of a 
progressive tax. The causes of fragmentation and subdivision are much 
deeper and the remedy for the same lies elsewhere. 

Thirdly, it may be pointed out that those landholders who own lands in 
different localities of the State (or even in different States which we may con- 
veniently ignore) would not be subject to the progessive taxation to the same 
extent as they would have been, had their entire landholding been concent- 
rated at one place. But this limitation can be overcome by making the land- 
owners declare their total holdings, and punishing those who resort to false 
declarations by heavy penalties such as appropriating the undeclared land or 
imposing a fine equivalent to five years’ assessment apart from collecting land 
revenue from the date of the implementation of the scheme. In view of the pre- 
vailing conditions in the villages where, generally speaking, factions, rivalries 
and jealousies are galore, it is indeed very difficult to keep one’s possessions 
secret and there would be no difficulty in bringing to book all those who fail 
to comply with the rule. The assessments may be collected in those villages 
where these landholders reside or where they have major part of their land. 

Fourthly, the initial implementation of the new scheme involves laborious 
recalculations and not an inconsiderable amount of expenditure. But just as 
there is no short cut to knowledge, there is no effective alternative left to us to 
cleanse the current land revenue system of “ the perilous stuff ” piled up in 
the course of several decades. We reiterate that land revenue is a tax 
which affects millions of our peasants and which cannot be dispensed with for 
a long time to come. As such, we deem it worthwhile to bear the initial costs 


5 V. K. R. V. Rao, “ Foreword ” to Distribution of the Marketed Surplus of Agricul- 
tural Produce by Size4evel of Holding in India, 1950-51, by Dharm Narain, Occasional Papers 
No. 2, Institute of Economic Growth, Delhi, 1961, p. vi. 
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and burdens involved in implementing the scheme. The reforming of land 
revenue should be conceived as part of our developmental planning and 
implemented accordingly. We are aware that the implementation of our 
scheme will take a considerable time in the case of those areas which 
have not been hitherto surveyed and for which the cadastral information 
is not available. In such cases an ad hoc formula of enhancing land revenue 
rates may be adopted till the areas are systematically surveyed and settled. 
Exempting those paying land revenue of Rs. 20 and below, the assessments 
may be enhanced by 25 per cent in the case of those paying above Rs. 20 but 
below Rs. 50, by 50 per cent in the case of those paying above Rs. 50 but 
below Rs. 100, by 75 per cent in the case of those paying above Rs. 100 but 
below Rs. 150 and by 100 per cent in the case of those who pay land revenue 
of Rs. 150 or above. 

And lastly, it may be pointed out that the reformative measures suggested 
above will not rescind the present system of dividing income into agricultural 
and non-agricultural, and that the inequities consequent on the splitting of the 
tax base will continue to exist. While broadly admitting this, we point out that 
the progressive land revenue would go a long way to mitigate some, if not all, 
of the inequities arising out of the split in the tax base. We have also suggested 
that in the case of plantations and large farms which are exempted from 
ceilings, the entire income should be subject to central income-tax. But in the 
case of the bulk of agriculture, its set-up is such that it cannot be effectively 
brought under the income-tax. In the early days, the gross produce was supposed 
to be an indicator of tax-paying capacity; in the course of time, the net produce 
was taken to be a juster tax base. Now we have suggested that the cultivator’s 
paying capacity as measured in terms of standard acres he possesses, should 
be the basis of taxation so far as agricultural income is concerned. The next 
inevitable step will be to gauge a person’s tax -paying capacity by the net total 
income he obtains from all sources, which act would enable us to bring all 
incomes under central income-tax. Till such time our scheme delivers, by and 
large, the required goods. 

5. Reform of the Administrative Machinery 

Several official committees in the past have discussed at length this aspect 
of land revenue reform, and arrived at the conclusion that, by and large, the 
land revenue administrative machinery does not admit of any major reorgani- 
sation.^ Almost all the State Governments in their memoranda submitted to the 
Taxation Enquiry Commission, 1953-54, held a similar view. In view of the fact 
that the present administrative machinery for the collection of land revenue 

6 A comprehensive account is given in this respect in the Land Revenue Reforms Commit^ 
tee^ Madras, Second Report, op, cit, pp. 86-96. 

..27.. 
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has evolved through years of experience, trial and error, and has on the whole 
been one of the most efficient instruments of administration and that the 
revenue administration is not confined merely to the collection of land revenue 
but attends to several general administrative matters, we do not deem it neces- 
sary to bring about any radical reorganisation. Nor does the scheme suggested 
by us necessitate such a change. Nevertheless, we may briefly consider here two 
comparatively minor suggestions that have been put forward in respect of the 
reform of the administrative machinery. One is the dissolution of Boards of 
Revenue and Divisional Commissioners at the top, and the other is the abolition 
of the present system of hereditary village officers at the bottom, and introducing 
in its place an agency of paid Government servants. In so far as the former is 
concerned, the Taxation Enquiry Commission, 1953-54, has rightly pointed 
out : 

In several States, the Boards of Revenue not only serve as the highest executive bodies in 
land revenue matters but also as appellate authorities in respect of other taxes. Their exis-* 
tence is evidently necessary; if they arc to be replaced, it will be necessary to establish Reve- 
nue and other Tribunals for appellate work as has been done, for example, in Bombay. As 
regards Divisional Commissioners, we note that the Planning Commission says, ‘‘There is 
need for senior officers to whom the new district officer can turn for advice and guidance. 
In the context of the implementation of the Plan it will be a distinct advantage to have an 
authority like the Commissioner at the icgional level 

As regards the system of hereditary village officers, we feel that it is an ana- 
chronistic survival and should be liquidated forthwith. These hereditary village 
officers having been burdened with several additional duties but getting only 
the traditional petty amounts as honoraria, have been resorting to all types of 
devices for extracting money from the raiyats as their birthright, and excuse 
themselves with the plea that they are not full-time workers. Owing to the here- 
ditary succession by virtue of which they occupy a permanent strategic position 
in the village life, they have been reviving the old rifts and intensifying the 
prevailing factions in several villages. Again, most of these village officers do 
not hold themselves responsible either to the Government or to the people as 
they claim to be non-officials. Governments, quite aware of this state of 
affairs as they are, have been deliberately ignoring or postponing a positive 
action in this respect due to pressures from vested interests, or due to financial 
or administrative difficulties. The consequent sufferings of the raiyats are 
not in keeping with the changed times and sooner the hereditary system is 
rescinded the better it would be. 

Of course, there have been some attempts to abolish this hereditary system^ 
For instance, the Sarbarakari system in Orissa, and the Watans (Hereditary 


7 Report of the Taxation Enquiry Commission, 1953-54, Volume III, op, cit, p. 234. 

8 Ibid,, pp. 234-35. 

^ For instance, the Revenue Minister in the Government of Mysore, while introducing 
to abolish hereditary village offices, stated recently that difficulties had been experi- 
enced in the enforcement of discipline among, and control over, the village officers. 
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offices) in so far as the Kixlkarnis (village accountants) are concerned in the 
former Bombay State, were abolished a decade ago. Of late, the Government of 
Mysore has passed the Mysore Village Offices Abolition Act, 1961, to 
liquidate the village offices which were held hereditarily before the 
commencement of the Constitution and the emoluments appertaining thereto 
in the State of Mysore.^^ It is desirable that the other States where the 
hereditary system still continues should emulate the example of the Mysore 
State. 

We are aware of the arguments that the collection of land revenue would 
be slackened, and that the present smooth system of collecting primary 
information on a variety of topics concerning agriculture would be greatly 
hampered if the hereditary village officials are replaced by regular Government 
servants. For instance, the Government of Orissa in its memorandum 
submitted to the Taxation Enquiry Commission, 1953-54, stated : 

The collection of land revenue in the period when the Sarbarakari system was in vogue was 
about 90 per cent whereas after the abolition, it came down to 64 per cent on the average. 
The collection on arrear demand was 100 per cent, but it had gone down to 70 per cent . . 
the Naib Tahsildar does not show a fraction of the responsibility which the Sarbarakari used 
to do. 

Again, it is stated, though in a different context, that : 

The patwarl with his intimate knowledge of the local conditions, the status he enjoys in 
the community and the facilities he can command, is found to be a far more effective medium 
for securing primary information on a variety of topics concerning agriculture and rural 
economy, than any ad- hoc outside agency that may be set up for this purpose. 

We concede that the passages quoted above contain an element of truth; all 
the same, we submit that the slackening of the collection of land revenue and 
the disruption in the present system of securing the bulk of data regarding 
rural economy, are only ephemeral phenomena. Once the alternative agency 
gets a grip on the assigned work, it would not be difficult to maintain an 
efficient system of collecting land revenue and supplying the required data. In 
view of the fact that the hereditary system is both unconstitutional and 
against the spirit of the times, a beginning should be made to eliminate the 
same throughout India in spite of certain transitional difficulties. The Madras 
Land Revenue Refonns Committee suggested, as an interim measure, the 
method of selecting suitable and qualified persons, preferably from among the 
residents of the village on the present terms and emoluments but without the 
hereditary status. In the long run, the Committee felt it necessary to fill 


10 The Mysore Gazette^ dated July 20, 1961, Part IV, Section 2-B. 

11 Report of the Taxation Enquiry Commission^ 1953-54, Volume IV (Evidence), Part III, 
Government of India, 1958, p. 480. 

12 V. G. Pause and V. R. Rao, System of Agricultural Statistics in India, Reprinted from 
the Bulletin of the International Statistical Institute, Volume XXXIII, Part V, p. 160* 
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the village ofSces by a more highly qualified set of village officers who would 
be able to respond more intelligently and efficiently to the needs of a 
Welfare State, and suggested the following scheme : 

(a) For a group of two or three villages combined there should be one officer on an Upper 
Division Clerk’s scale of pay looking after the village headman’s duties, and another officer 
on a Lower Division Clerk’s scale of pay looking after the Karnam’s duties; and three village 
servants should be attached to them on peon’s scales of pay ; 

{b) All these should be full-time Government servants entitled to the usual leave and pen- 
sionary privileges, etc. ; only, they will not be entitled to promotions, or to dearness allowance 
(as they will live in the villages in a taluk). They should be residents of the taluk in which the 
village to which they are to be appointed lies, and will be liable to be transferred within the 
taluk; 

(c) The officers doing the headman’s and Karnam’s duties will be appointed from among 
persons who have passed the prescribed Village Officers’ tests, and who have the minimum 
general educational qualification of the S. S. L. C. standard. After selection they should be 
given training for one year during which they will be made to equip themselves properly for 
an intelligent performance of their duties in respect of the developmental activities of Govern- 
ment besides the duties pertaining to their offices. No Revenue Inspector will be necessary 
when this arrangement extends over a group of villages constituting the firka.^^ 


These arrangements, the Committee stated, should first be tried experiment- 
ally in selected areas before they are finally enforced. We endorse the suggestion 
of the Madras Committee. Further, in view of the present endeavours to 
revive the pristine glory of Panchayats, ways and means may also be found 
out to effect co-ordination between the duties of the new officers and those 
of the Panchayat Boards. If possible, the duties of these officers may be 
integrated with those of the Panchayat Boards. 

6. Conclusion 


The scheme suggested above, if properly implemented, will not only root 
out the inherent regressivity of the present land revenue system but will help 
the State Governments to augment their much-needed financial resources. 
We would like those who are skeptical about the practicability of the scheme to 
remember that in the State of Madras the agricultural income-tax is being 
levied (though as an interim measure) on the basis of standard acres. We submit 
that the proposed scheme is a modest attempt at discovering a solution for an 
age-long problem. Our awareness of the difficulty of the problem preserves us 
from claiming anything like perfection or finality for the scheme. It is, however, 
our firm conviction that the scheme of land revenue reform which we have set 
forth satisfies the essential requirements of a rational tax policy. This policy 
derives its impulse from the accepted goal of creating ‘‘ a social order in which 
justice, social, economic and political, shall inform all the institutions of national 
life.” 


13 The Land Revenue Reforms Committee, Madras, Second Report, op, eit,, pp. 94-95* 
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AGRICULTURAL INCOME TAXATION IN INDIA 

L While the genesis and development of the Indian land revenue system 
exhibits a series of adjustments to changing conditions, theoretical principles 
and practical expediencies, agricultural income taxation presents a record of 
fiscal confusion rarely matched in the annals of public finance. Indeed, an ex- 
cellent beginning was made in the early sixties of the last century when an in- 
come-tax patterned on the British model was introduced. It brought under levy 
most forms and sources of income, including income from agriculture. The 
claim for exemption of the income from land made by landed interests, especi- 
ally in the permanently settled regions, was summarily rejected by James 
Wilson, Finance Member of the Government of India. During the next decade 
however, the general comprehensive income-tax was replaced by two separate 
taxes — a licence tax on non-agricullural incomes and a ‘ cess ’ on land. The 
former was converted into an income-tax on non-agricultural incomes in 1886, 
while the former was continued with some modifications. Thus, somewhat by 
historical accident and perhaps by design (pressure of landed interests), the 
base of the income-tax was eroded by the exemption of agricultural income — a 
sizable part of the tax base. This anomalous position continued until 1935, 
though, during the intervening period, several official committees and commis- 
sions reported against it. The Taxation Inquiry Committee, 1924-25, while 
emphasising the difficulties of taxing agricultural incomes, saw no theoretical 
justification for exempting them.^ Similarly, the Financial Report of the Indian 
Statutory Commission (Simon Commission) prepared by Sir Walter Layton 
observed that the exemption of agricultural incomes “ cannot be justified on 
historical grounds or fiscal theory” and proceeded to recommend the removal 
of the exemption by “ stages at specific dates’’.^ The Layton Report further 
suggested that the entire proceeds of the agricultural income-tax should be 
distributed among the Provinces on the basis of collection, on the ground that 

the tax is the complement of land revenue, that the source of the income cannnot be trans- 
ferred, and that the yield of the tax is more affected by the policy of the Provincial Govern- 
ments than is the case with the non-agricultural incomes.’*^ 

Unfortunately, this sound position adopted by the Indian Statutory Com- 
mission was given up by the Federal Finance (Percy) Committee of the Indian 


1 Report of the Indian Taxation Inquiry Committee, pp. 212-13, Government of India, 1926, 

2 Report of the Indian Statutory Commission, Vol. II, p. 239, H. M. Stationery Office 
London, 1930. 

3 Ibid,, p.257. 
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Round Table Couference, and there ultimately emerged the provision that the 
taxation of agricultural incoaiies should be included in the Provincial List. This 
was incorporated in the Government of India Act of 1935, and later in 
the Constitution of India adopted in 1950. 

2. This separation of agricultural and non-agricultural incomes and their 
placement under separate legislative and administrative jurisdiction since 
1935 has been the source of great confusion, inequity and poor revenue per- 
formance of the agricultuial income-tax. Since 1935 there has developed the 
most irrational system in which agricultural incomes are taxed in some States 
and not in others; in the former, there is diversity of assessment procedure, 
rate schedules, and exemption limits; perhaps the only common feature 
is inelBcient administration and poor revenue performance. These aspects 
have been dealt with in detail in the chapters that follow. Here it contents 
me to highlight some of the basic shortcomings of the present position. 

3. At the outset, two fundamental points relating to income taxation in gene- 
ral need to be stressed. In the first place, fiscal experience as well as fiscal theory 
can be adduced in support of the proposition that al! incomes, irrespective of 
their occupational or regional source should be brought under a common 
system of legislative jurisdiction and administrative framework so that there 
would emerge a uniform pattern of rate schedules, exemption limits, deductions 
and procedures of assessment and collection. The economic source of income 
generation cannot validly be pinned down to the location of the enterprise 
or the domicile of the individual, since income is the end-product of activity 
which ramifies throughout an economy. If the income base is separated accor- 
ding to source among various levels of government, or (as in U. S. A. ) the 
same base is subject to taxation by the various levels of government, equity as 
well as administrative convenience and efficiency Jend to be violated. 
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4. Secondly, it has been the experience of almost all countries (not excluding 
the most advanced countries) that agricultural income taxation is one of the 
most difficult features of income taxation in general. These difficulties are 
accentuated in underdeveloped economies owing to the largeness of the number 
of small units of income generation, comparative absence of accounting pro- 
cedures suited to income taxation, the fluctuating nature of agricultural profits, 
and the relatively low level of education among the agricultural assessees. One 
way out of the difficulty is to confine the agricultural income-tax to specific 
enterprises such as plantations which operate as large capitalist undertakings 
and to subject other smaller agricultural units to some kind of a presumptive 
income-tax such as the land revenue. But this also involves some sacrifice 
of equity since the land tax cannot easily be structured upon the principle 
of Ability to Pay. 

5. In India, agricultural income taxation as it has developed during the last 
thirty years has offended against every known principle and lesson of experience. 
While agricultural income was specifically placed within the Provincial list of 
revenues under the Government of India Act of 1935, the utilisation of this 
source by Provincial Governments was tardy. Bihar (1938) and Assam (1939) 
took the lead in placing the Agiicultural Income-tax on their statute books. 
Bengal introduced the tax in 1944, Orissa in 1948, and the former princely States 
of Travancore and Cochin adopted a common tax after integration in 1951, 
and this was continued in the State of Kerala. After a protracted debate, 
Madras passed the Plantations Agricultural Income-tax Act 1955, which was 
extended to all landholdings in 1958. The Mysore Agricultural Income-tax 
Act 1955 is applicable to commercial crops only. Bhopal and Vindhya Pradesh 
had their own agricultural income-tax acts when they were Part C States; later, 
when they became part of Madhya Pradesh, the tax was retained in these areas, 
Uttar Pradesh introduced the tax in 1948 but replaced it by the Large Holdings 
Tax in 1957. Hyderabad had enacted such legislation in 1950, but later when it 
became part of Andhra Pradesh, it was repealed. In Rajasthan the tax was in 
operation from 1953 to 1960. Bombay had been the most consistent opponent of 
the tax, and did not introduce it during its career as a Province and State. This 
tradition was continued by Maharashtra and Gujarat; the former adopted the 
tax in 1962, but its coverage is extremely limited owing to the high exemption 
limit of Rs. 36,000. Punjab also has consistently opposed the tax, and has not 
introduced it so far. It has been estimated that as much as 55 per cent of 
the total cropped area in the country is outside the purview of this tax.”^ 

6. This by itself is a sorry state of affairs. What makes it still worse is that the 
legislative and administrative set-up of agricultural income taxation 
in the States which have adopted it is characterised by diversity and inefficiency. 


4 Reserve Bank of India Bulletin, August 1963, p. 1031, 
..28., 
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While the statutory structuie of the State taxes is modelled on the Central 
Income-tax Act, especially in respect of the definition of agricultural income, 
the rate schedules, exemption limits and assessment procedures are not 
uniform. 

7, There can be no two opinions as to the imperative need for restructuring 
our system of agricultural income taxation. Under the existing constitutional 
position, it would be extremely difficult, if not impossible, to bring about 
uniformity by persuading all the States to adopt a common pattern of agri- 
cultural income taxation. It would be undue optimism to expect those States 
which have so far consistently opposed this measure to fall in line. The 
proper direction of reform is to amend the Constitution so as to remove this 
item from the State List and include it in the Union List, and then to integrate 
agricultural income taxation with the non-agricultural income taxation under 
Central legislation and administration. The difficulties of constitutional amend- 
ment and subsequent legislative and administrative readjustments are of 
course not light; but these will have to be overcome if a rational structure 
of income taxation is to be evolved in India. 



Chapter 


HISTORY OF AGRICULTURAL INCOME TAXATION 

IN INDIA 


1 . Introductory 

When the governance of the territories of the East India Company was 
taken over by the British Crown in 1858, the Government of India found itself 
under a great financial burden on account of the heavy expenditure on the 
suppression of the Mutiny. It became imperative for the then Government to 
raise additional financial resources to meet the needs of the Slate. A schedular 
income-tax patterned after the British income-tax was introduced as a temporary 
measure in 1860, and under this, agricultural income was subject to taxation 
like any other income. The income tax was again introduced in 1869 and agri- 
cultural income was also taxable under it. However, the Income-tax Act of 
1886 exempted agricultural income since agricultural producers were considered 
to be contributing their share towards the revenue in the form of land cesses. 
The exemption of agricultural income continued till the year 1935. The Govern- 
ment of India Act passed in that year empowered the Provinces to levy taxes on 
agricultural income. The States have retained this power under the Constitution 
of India adopted in 1950. 

For the purpose of analysis, we can conveniently divide the history of agri- 
cultural income taxation into the following three periods : 

(a) The period of experiment : 1860-86; 

(b) The period of complete exemption : 1886-1935; 

(c) The period of Provincial (State) levy : 1935 onwards. 

2* The Period of Experiment : 1860 - 86 

The finances of India under the East India Company were very much like the 
finances of a medieval Indian kingdom. To the traditional revenues from land 
and customs, the East India Company added only two new levies, v/z., the 
taxes on salt and opium. There was little elasticity in these souices of revenue. 
Over the major part of the Company period, the finances were in a state of 
chronic deficit.^ To make the position worse, the Mutiny of 1857 disorganised 


1 K. M. Furkayastha, The ABC of Indian Finance, published by the author, 233, Old 
Chinabazar Street, felcutta, 1924, p* 36* 
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the entire revenue system and precipitated a huge deficit for the succeeding 
years. Besides, the construction of railways, irrigation works and other capital 
projects led to an enormous increase in the sterling debt of India. 

When the Crown took over the administration of India in 1858, James 
Wilson was appointed the first Finance Member of the Viceroy’s Council. 
His budget of 1860 marks the commencement of a new chapter in the financial 
history of India. In order to meet the growing need for revenues, he introduced 
(?) a tax on incomes of all kinds ; (?7) a system of licences for arts, trades and 
professions, and (in) a tobacco tax. The income-tax was closely modelled after 
the British income-tax. It brought under levy the various categories of income, 
irrespective of the source from which they were derived. Income from land was 
placed on the same footing with all other incomes as regards taxation. It was 
laid down that the profits from land were to be estimated at one-third of the 
land revenue. As the taxable minimum under the Income-tax Act of 1860 was 
fixed at Rs. 200 a year, persons paying land revenue of Rs. 600 a year or less 
were exempt from the tax. A claim for complete exemption from the new in- 
come-tax was put forward on behalf of landholders, especially those under 
the Permanent Settlement. The Finance Member considered this claim to be 
groundless on the basis of the canon of universality The same view was em- 
phasised by Mr. Samuel Laing, the successor of Mr. Wilson, who observed 
that the capital and trade of India as well as her land should contribute in 
fair proportion towards the support of the State. 

The Act expired on 31st July 1865 and for a time it was laid on the shelf 
‘‘complete in all its gear, ready to be reimposed in case of any new emergency.”^ 
Such an emergency arose very soon and the revival of the income-tax in another 
fonn became necessary. In 1867 the financial difficulties of the Government 
compelled it to levy a licence tax. This tax was to be assessed on persons 
engaged in trade or professions according to the income received by them. The 
licence tax was, as defined by Sir John Strachey, “ a limited income-tax assessed 
on a system of classification according to approximate income.”*^ Subsequently, 
the licence tax was converted into an income-tax in the year 1869 in order to 
bring all other classes into the tax-net. This income-tax remained in force until 
1873. The period was one of continuous trial and error. There were frequent 
changes in the rate structure and administrative procedure of the income-tax. 
The definition of taxable income and the rate structure were adjusted from year 


2 “I hold him (the Zamindar) to be exempt from any special charge upon his land, but 
to be liable to any general tax that applies to all others” — James Wilson, Proceedings of the 
Council of the Governor-General, 18th February 1860, quoted by B. R. Misra, Indian Pro-< 
vinciai Finance^ 1919-39, Oxford University Press, Amen House, London, E. C, 4, 1942, 
p. 157. 

3 Financial Statement, 1865-66. Quoted in P. Banerjea, A History of Indian Taxation, 
Macmillan and Co., London, 1930, p. 94. 

4 Quoted by P. Ban^rjea, ibid,, p, 64. 
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to year as the Government was trying to find out a rate schedule and a taxable 
minimum which would cause as little hardship as possible and would at the same 
time yield a substantial revenue. The Government had to face continuous 
opposition from the members of the Council and, therefore, when there was 
a surplus in the budget of 1873-74, Lord Northbrook without hesitation with- 
drew the income-tax from the fiscal structure. 

The increased expenditure due to the famine of 1876-77 necessitated the 
revival of direct taxation. On this occasion, it took the form of a licence tax on 
lion-agricultural income, combined with a cess on land, both the taxes being 
primarily for the purpose of forming a famine fund. This system which imposed 
approximately equal burden on both types of incomes continued till the year 
1886. In that year, the Government of India was faced with a very difficult 
financial situation owing to heavy military expenditure and the falling rupee- 
sterling exchange. The then Governor-General realised that no form of direct 
taxation short of a full-fledged income-tax could cope with the growing needs 
of the treasury. The unsatisfactory licence tax was replaced by a more compre- 
hensive and productive levy under the Income-tax Act of 1886 which 
applied to all incomes derived from sources other than agriculture. 

It will be seen from the above account that incomes from agriculture were 
taxed like all other incomes from 1860 to 1865 and again from 1869 to 1873. 
The exemption they enjoyed from 1865 to 1869 and from 1873 to 1878 was in 
common with all other incomes. The taxation scheme of 1878 which was a 
part of the famine insurance policy of Lord Lytton’s Government taxed non- 
agricultural incomes by levying licence taxes and agricultural incomes with a 
cess on land. Those cesses were small in amount, having varying descriptions 
and were imposed in the different Provinces of India. The licence taxes on 
non-agricultural incomes were converted into income-tax in 1886. The cor- 
responding levy on agricultural incomes, however, remained untouched. The 
agriculturists continued to contribute their quota of taxes in the shape of cesses 
while income from all other sources was subject to the general income-tax. 

3. The Period of Complete Exemption : 1886 - 1935 

The Income-tax Act of 1886, which was in many respects different from the 
previous measures, exempted agricultural income from taxation. The latter 
was defined as any rent or revenue derived from land used for agricultural 
purposes either assessed to land revenue or subject to a local cess or any in- 
come derived from the pursuit of agriculture; income derived by the culti- 
vator from processes rendering the produce ready for the market as well as 
from the sale of such produce; income derived by rent received from buildings 
which were in the immediate vicinity of the land and were required as a dwel- 
ling house or a storehouse or factory or outbuilding.”^ The exemption was 

S Section 5(1) (a), (b). Act II of 1886. 
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based upon the continuation of local cesses, which were supposed to represent 
the agriculturists ’ contribution. Later, a radical transformation took place in 
the character and purpose of the cesses. In 1905, the policy of confining the 
cesses on land for purely local purposes was introduced. In consequence, all 
the Acts under which cesses were levied for Provincial purposes including 
those imposed for the relief of famines were abolished. Thus, cesses which 
formed the equivalent burden to the licence tax came to an end 
while the licence tax, and its successor, the income-tax, continued in 
force. The new system removed the corresponding burden on land 
and there remained no charge on land except land revenue and local rate. 
Yet the exemption of agricultural income from the income-tax continued 
thereafter. It will thus appear that in a sense the non-taxation o f agricultural 
incomes is a historical accident. 

In the year 1918 the Government of India introduced a Bill to consolidate 
and amend the law relating to income-tax. Among others, one important 
proposal was intended to bring agricultural income at least indirectly under 
the income-tax. Section 4 of the Draft Bill proposed that net agricultural income 
in excess of one thousand rupees was to be taken into account in 
determining the rate at which the tax would be levied on the non-agricul- 
tural income of the assessee. The proposal gave rise to much contro- 
versy. Apart from the age-old cry that the new proposal involved a breach of 
the solemn pledge given by Lord Cornwallis in his Permanent Settlement 
Regulation of 1793, the representatives of the landed interests opposed it as 
being a back-door entry for future taxation of agricultural income. Mr. 
Sitanath Roy, a rich landholder, moved an amendment to the Bill in the 
Imperial Legislative Council with a view to excluding agricultural income from 
the computation of the rate of the tax.^ After a heated debate in the Council, the 
representatives of the landholders with their official sympathisers carried the 
amendment by a small majority and left the income-tax law where it was before.’ 

The question of the taxation of agricultural incomes was again raised before 
the Indian Taxation Enquiry Committee (1926). The Committee considered 
the question of income taxation in detail and pointed out certain defects in the 
prevailing system. As regards the proposal of levying the agricultural income- 
tax, the Committee observed, “ there is no historical or theoretical justifi- 
cation for the continued exemption from the income-tax of incomes derived 
from agriculture.”^’ The Committee examined the prospects of additional re- 
venue which might be derived by taxing agricultural incomes, but ultimately 


6 It is interesting to note that the amendment was opposed by men of an advanced school 
of thought like Shrinivas Shastri, M. A. Jinnah, Tej Bahadur Sapru and B. N. Sharma. 

7 The indifferent attitude towards the proposal taken by official members was perhaps 
due to the reason that the Government of India was afraid of creating any discontent among 
the ‘ loyal ’ section of the people during the most critical period of the World War. 

8 Report of the Indian Taxation Enquiry Committee, 1924-25, Government of India 

Central Publications Branch, Calcutta, pp. 212-13. ’ 
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arrived at the conclusion that it was not likely to be very substantial. Moreover, 
the widespread illiteracy among the rural population, the Committee pointed 
out, would raise a number of administrative difficulties in assessing agricultural 
incomes. After considering the pros and cons of the problem, the Committee, 
instead of making any positive recommendation, remarked that 


there would be ample justilication for the proposal that income from agriculture should i?e 
taken into account for the purpose of determining the rate at which the tax on the other 
income of the same persons should be assessed if it proved administratively feasible and 
practically worthwhile.9 

Thus, though the Committee was convinced about the legality and equity 
of such a tax, it recommended the adoption of the tax in a rather halting manner 
in view of practical difficulties. 

The Financial Report of the Indian Statutory Commission went one step 
further in expressing boldly the view tliat the exemption granted to the agi i- 
cultural incomes ‘ cannot be justified either on historical grounds or by fiscal 
theory. While recommending the desirability of the removal of exeaiption 
- by stages at specified dates,’ the Commission suggested that the tax should be 
imposed by the Central Government. It recommended further that the whole 
of the revenue of the agricultural income-tax should be allotted to the Pro- 
vinces in which it was collected on the ground that 

the tax is the complement of land revenue, that the source of income cannot be transferred 
and that the yield of the tax is more affected by the policy of the Provincial Government than 
is the case with non-agdcultural incomes.^^ 

The Federal Finance Committee of the Round Table Conference appointed 
in 1932 under the chairmanship of Lord Eustace Percy considered the moie 
limited question of the possibility of empowering individual Provinces to raise 
or appropriate if they so desired the proceeds of a tax on agricultural income. 
The Committee recommended that the right to impose such taxation should rest 
with the Provinces. It also suggested that the definition of agricultural income 
based on the Income-tax Law should be incorporated in the Constitution.^^ 
The Government of India Act of 1935, which is the milestone in the chequered 
career of agricultural income taxation, gave the right to levy the agricultural 
income-tax to the Provinces. 


9 Rjpori of the Ind^a-i Taxation Eiqii'ry Comnittee, 1924-25, op. cit., p. 217. 

10 The Report of the Indian Statutory Commission, Vol. II, His Majesty’s Stationery 
Office, London, 1930, p. 239. 

11 Ibid., p. 257. The Commission’s estimation was that the yield will not be less than 
five crores of rupees. 

12 Report of the Federal Finance Committee, 1932, His Majesty’s Stationery Office, 
London, p. 16, 
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4. The Period of State {Provincial) Agricultural Income Taxation: 1935 Onwards 

The Government of India Act of 1935 marked the change from a unitary 
to the federal form of Government. It set up autonomous administrations in 
the Provinces and introduced the principle of responsibility at the Centre by 
means of a dyarchical arrangement. The Act included taxation of agricultural 
incomes in the Provincial list. The States have retained this power under the 
federal constitution inaugurated on 26th January 1950. Under the Constitution, 
inter-governmental fiscal relations have been broadly patterned on the model 
of the Government of India Act, 1935, 

Though the States have been empowered to levy a tax on agricultural in- 
comes, not all have taken recourse to this levy. Some of them are still admini- 
stering the tax; others, after giving it a trial for some years, repealed it. 
A few States have completely ignored it and allowed the agricultural incomes 
to enjoy exemption from State taxation. 

4.1 The States Levying the Tax on Agricultural Income at Present 

The States in which the agricultural income-tax is in operation are : (/) Bihar, 
{ii) Assam, {Hi) West Bengal, {iv) Orissa, (v) Kerala, (v/) Madras, {vH) Mysore 
and (viii) Part of Madhya Pradesh. 

(0 Bihar : Bihar took the lead in incorpoiating the agricultural income-tax 
in its fiscal structure. The separation of Orissa and the introduction of pro- 
hibition resulted in a shortfall in its revenue-receipts; to meet the increasing 
requirements of nation-building departments, Bihar showed the courage to 
tap the source of agricultural income-tax. The question of taxing agricultural 
income was agitating the Bihar Government for several years past. Each time 
the question was brought before the administration of the Provinces, it felt 
great difficulty in bringing it before the Legislative Council, since the Council 
as then constituted was dominated by Zamindari interests and it was 
not likely to consider favourably any proposal calculated to tax their own 
class. When the Bill was introduced for the first time in the Legislative Assembly, 
it was opposed on the ground that the Permanent Settlement Zamindars should 
not be subjected to an additional levy on their land and that the Government 
should not break the pledge given in 1793 by Lord Cornwallis.^^ The Bill was, 
however, passed and the Bihar Agricultural Income-tax Act, 1938, came 
into operation in October 1938. 

{ii) Assam : A year later, Assam followed the example set by Bihar. The 
Assam Agricultural Income-tax Act came into force with effect from 1st 
April 1939. Pending arrangements for the recruitment of staff for the admini- 
stration of the Act, the Government of India acceded to Assam’s request to 


13 See Bihar Assembly Proceedings, 8th September, 1937, Vol. I, Part II. 
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administer the tax through the Central Income-tax Department till 31st March 
1941. The period was later extended upto 31st December 1942, after which the 
Government of Assam took full charge of the administration. 

(iU)Bengal {before Partition), and West Bengal : The Land Revenue Commis- 
sion appointed by the Government of Bengal in 1940 under the chairmanship 
of Sir Francis Floud strongly recommended the imposition of the agricultural 
income-tax, adding that ‘it should be applied solely for the improvement of 
agriculture or the projects connected with the agricultural improvement/^^ In 
September 1941, the Government of Bengal published a Bill to impose the 
agricultural income-tax but did not proceed further for a couple of yeais. 
The Bill was republished in August 1943 and became an Act with effect from 
1st April 1944. This measure, with a slightly modified rate structure, was 
continued by the West Bengal Government after Partition. 

(iv) Orissa : The Congress Ministry of Orissa took up the question of impos- 
ing the agricultural income-tax as early as 1938 but before any final decision 
was reached, the Ministry went out of office. Further consideration of the matter 
was, however, postponed during the War. The question was again taken up 
at the end of the War and in order to find additional revenue for expenditure 
on schemes of post-war development, the Agricultural Income-tax Act was 
passed in 1947 and it came into force from 1st April 1948. 

(v) Travancore-Cochin (later) Kerala : Before the integration of the States of 
Travancore and Cochin in 1949, the agricultural income-tax was in operation 
in both the States. It had some special features in Travancore. The land revenue 
system in that State suffered from all the defects of the Indian system besides 
others specific to it. The multiplicity of tenures in Travancore had compli- 
cated the system of land revenue assessment as it gave rise to rates for different 
types of land. Hence, the Travancore Government decided to substitute a Basic 
Tax on land, coupled with a tax on agricultural incomes. While imposing the 
Basic Tax on Land, the State of Travancore made a departure from the usual 
method of settlements. It was a low fiat rate of annas 14 per acre of land ir- 
respective of whether it was wet, dry or garden land. (The rate of assessment 
has since been raised to Rs. 2 per acre under the system.) There is no longer 
any necessity for conducting elaborate survey and settlements, while the in- 
troduction of the agricultural income-tax ensures an element of progression 
in the taxation of agricultural incomes above a certain level. The introduction 
of the Basic Tax on Land, it was argued, ‘cut the Gordian knot of a multi- 
plicity of tenures and a welter of rates and schedules. The agricultural 
income-tax, a necessary concomitant of the Basic Tax, was also justified as 
an anti-inflationary measure. 


14 Report of the Land Revenue Commission, 1940-41, Superintendent, Govcmihen' 
Printing Press, Alipore, p. 64. 

15 V. R, Pillai, ‘ A Basic Tax on Land Indian Journal of Agricultural Economics, Con- 
ference Number, 1950. 

... 29 «. 
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la the erstwhile Cochin State, agricultural incomes used to be assessed as per 
the provisions of the Cochin Income-tax (Amendment) Act of 1946. Before 
that, the State used to tax only non-agricultural incomes. 

After the integration of the two States, the Travancore-Cochin Agricultural 
Income-tax Act (Act XXII of 1950) came into effect from 1st April 1951. The 
Indian States Finances Inquiry Committee in its Second Interim Report 
(1948-49) suggested the extension of the Agricultural Income-tax Law of 
Cochin (which, according to the Committee, was simpler than that of Travan- 
core) to the new integrated State, the rates, however, being those then in force 
in the Travancore Act. 

The Kerala State was formed with effect from 1st November 1956, comp- 
rising the territories of the erstwhile Travancore-Cochin State (less five Talukas) 
and the Malabar District and Kasargod Taluka which were formerly part of 
Madras State. In the initial period, the Travancore-Cochin Agricultural In- 
come-tax Act was in force in the former Travancore-Cochin area of the newly 
formed Kerala State and the provisions of the Madras Plantations Agricultural 
Income-tax Act, 1955, were applicable to the areas transferred from Madras. 
To achieve uniformity in the agricultural income-tax structure, the Travancore- 
Cochin Agricultural Income-tax (Amendment) Act, 1957, was extended to the 
whole State and the Madras Act which was in operation in Malabar and Kasar- 
god was repealed. 

(vi) Madras : In Madras, although agricultural income-tax was not in force 
before 1954, the question was being considered since 1936. The Finance Re- 
forms Department of the Madras Government had taken up active considera- 
tion of this tax in the context of “a general overhaul of revenue and expenditure 
with a view to net increase in resources to a level reasonably adequate to needs.”^^ 
The Department, however, took no specific decision at that time. The question 
of revision of land revenue policy of the Government was also considered by 
the Congress Ministry in 1937. A few months earlier, the Interim Ministry had 
appointed a Committee, presided over by Mr. Marjoribanks, to examine the 
issue.^^ The Committee was not sure about the point whether the new progressive 
levy should be related to the holding or to the agricultural income or to the 
sale of agricultural produce. Besides, the Committee ruled out the idea of 
imposing a tax on agricultural incomes on the ground of ‘ insunnountable 
administrative diiSculties.’ The next significant development was in April 1943 
when the Government of India suggested a levy or an enhancement of the rates 
of agricultural income-tax as one of the measures to check inflation. Accord- 
ingly, a Bill for levying the tax was prepared and published in March 1945 for 


16 See the Madras Land Revenue Reforms Committee^ Second Report, 1951, The Sup- 
erintendent, Government Press, Madras, p. 40. 

17 The Report was not officially published except for certain press summaries, 

IS Madras Information^ 15th December 1948, p. 13, 
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public criticism. The Bill^ however, had a hostile public reception, as a result 
of which it was dropped for the time being. Soon after, K. Govindan Nair, an 
officer of the Income-tax Department of the Central Government, was appointed 
to investigate the whole question of imposing an agricultural income-tax in the 
Province, and in particular, to estimate the likely yield from the source. On the 
basis of his Report, a fresh Bill providing for the levy of the tax was published 
in the Gazette in January 1947. After some discussion the question was referred 
once again to another official, N. Raghavendra Rao. Before taking cognisance 
of his Report, the Government of Madras appointed the Land Revenue Re- 
forms Committee and referred the whole matter to that Committee, the chief 
function of which was to suggest reforms in the State land revenue structure. 
After examining the case in detail, the Committee arrived at the conclusion 
that there should be no immediate levy of an agricultural income-tax in the 
agricultural sector (except in plantation areas) and that progression, instead, 
should be by a surcharge on land revenue in the case of larger holdings.’'^^ In 
accordance with the recommendations of the Committee, the Madras Govern- 
ment introduced the Land Revenue (Surcharge) Bill (Act XIX of 1954) as an 
experimental measure. Along with it, the Madras Plantations Agricultural 
Income-tax Bill was introduced in the same year. The tax, in th« first instance, 
was being levied on plantations of coffee, tea, rubber, cinchona and cardamom. 
The plantations were exempted from the levy of the surcharge under the Madras 
Land Revenue (Surcharge) Act, 1954. The procedure for the assessment and 
collection of the tax followed mainly the provisions of the Indian Income-tax 
Act and the Travancore-Cochin Agricultural Income-tax Act. 

The scope of the tax was extended to all landholdings by the Madras Plant- 
ations Agricultuial Income-tax (Amendment) Act, 1958, renamed the Madras 
Agricultural Income-tax Act. It came into force from 1st April 1958 with the 
same rates as were applied to the plantation incomes. Subsequently, the sur- 
charge levied on large agricultural holdings was abolished. 

(vii) Mysore : The Mysore State is a latecomer in this field. In 1955, the 
Mysore Legislative Assembly passed the Mysore Agricultural Income-tax Bill 
providing for the levy of a tax on agricultural income on lands under commercial 
crops.^^ An interesting feature of the Act had been the classification of lands 
under commercial crops into eight classes according to the nature of such crops. 
The Act also prescribed the formula for determining the equivalence as between 
lands of different classes. 


19 The Report, op, cit., p. 44. 

20 For the purpose of the Act, groundnut, sesamum, cocoanut, cotton, sugarcane, chillies^ 
coriander, garlic, potato, onion, tobacco, ganja, rubber, tea, coffee, pepper, cardamom, 
grapes, linaloc, areca, plantain, mango, mulberry and orange have been treated as commercial 
crops. 
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With the Reorganisation of States from 1st November 1956, the following 
areas constituted the new Mysore State: (1) The territories of the old Mysore 
State; (2) Belgaum District (except Chandgad Talnka), Bijapnr, Dharwar and 
North Kanara districts of the former Bombay State; (3) South Kanara District 
(except Kasargod Taluka) and Kollegal Taluka of Coimbatore District of the 
Madras State; (4) Gulbarga, Raichur and Bidar Districts (excluding some 
Talukas of each district) of erstwhile Hyderabad State and (5) the territories 
that constituted the Coorg State.^^ 

The first and the foremost task for the Mysore Government was to apply 
its mind to the difficult problem of unification of taxation laws in force in the 
several integrated areas. No less than four Agricultural Income-tax Acts were 
in force in the various regions of the State.^^ To wipe out the wide disparity 
both as regards the coverage of the levy and its incidence in the different parts 
of the new State, the Mysore Government passed the Mysore Agricultural 
Income-tax Act in 1957, a consolidating measure which, incidentally made 
agricultural incomes taxable for the first time in the areas which were formerly 
under the Bombay State. The Mysore Finance Enquiry Committee had re- 
commended the extension of the coverage of the tax to all crops; however, the 
present Act restricts the levy to commercial crops listed above. 

(viii) Bhopal - Vindhya Pradesh (Now Parts of Madhya Pradesh ) : Among the 
erstwhile Part C States, Bhopal and Vindhya Pradesh had been levying the 
agricultural income-tax since 1951 and 1952 respectively. These two States 
have now been merged with Madhya Pradesh in which the agricultural 
income was not subject to any tax. This somewhat anomalous position 
continues to this day. 

4.2 The States which Levied the Agricultural Income-tax for a Short Period 

Some States had introduced the tax for a short period. These States, however, 
repealed it subsequently and replaced the same by other tax measures. Such 
States are : (i) Uttar Pradesh, (z7) Hyderabad (now part of Andhra Pradesh) 
and {in) Rajasthan. 

(/) Uttar Pradesh : The Agricultural Income-tax Act came into force with 
effect from 1st July 1948. The tax was introduced with the object of making 
financial provisions for continuing and extending development activities under- 
taken by the Provincial Government. The extension of prohibition to more 
districts and the increase in expenditure on account of revisions of scales of pay 
of government servants on the recommendations of the Pay Commission made 


21 The Coorg State had introduced the tax in 1951. It was an important source of the 
revenue for the State. 

22 There was no agricultural income-tax in the area transferred from the former Bombay 
State. 
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it imperative for the governmont to meet the deficit by tapping new sources 
of revenue. 

The tax remained in operation for nine years. After the enactment and en- 
forcement of the Zamindari Abolition and Land Reforms Act in 1950, there 
was, naturally, a serious setback to the yield from the agricultural income-tax. 
Owing to the decline in revenue the Government repealed the said tax and 
replaced it by the Large Landholdings Tax in 1957, which is, in a sense, a 
property tax. The basis of assessment is not agricultural income but the 
annual value of the land. The Act was intended to bring a large number 
of landholders under assessment and thereby to augment the revenue receipts. 

(ii) Hyderabad {now Part of Andhra Pradesh) : The Hyderabad Agricultural 
Income-tax Act came into force from 1st April 1950. Before that date, agri- 
cultural income was being taxed in the Hyderabad State in accordance with the 
provisions of the Hyderabad Income-tax Act, 1947. 

The reorganisation of States on 1st November 1956 led to the formation of 
the new State of Andhra Pradesh, comprising the Telangana region of the 
composite Hyderabad State and the Andhra State. The Hyderabad Agricultural 
Income-tax Act was continued in Telangana Region but in the very next year, 
the Andhra Pradesh Government decided to introduce permanently the Land 
Revenue (Surcharge) Act and to extend that Act to Telangana also, repealing 
the Hyderabad Agricultural Income-tax Act, 1950. 

(Hi) Rajasthan : It was in the year 1951 that the Rajasthan Govermnent 
decided to introduce this tax. The urgency of finance in the context of develop- 
ment schemes compelled the government to search for new sources of revenue. 
A special officer of the Government of India was sent to the Rajasthan State 
in 1951 to suggest measures for improving the financial position of the State. 
According to his recommendation the State government decided to incorporate 
the tax in its fiscal structure. The Bill was introduced in the State Assembly in 
their autumn session of 1952. The Select Committee of the legislature suggested 
certain modifications in the original Draft Bill. The new version of the Bill 
was passed in the year 1953 and came into operation from 1st April 1954. 
After only six years of its operation, the tax was abolished in April 1960* 

4.3 States Which Have Not So Far Imposed the Agricultural Income-tax 

The following States have not levied the tax so far : (/) Maharashtra and 
Gujarat (former Bombay State), {ii) Punjab, and {in) Madhya Pradesh 
(excluding Bhopal-Vindhya Pradesh). 

(i) Maharashtra and Gujarat : Bombay had not seriously considered 
the imposition of the agricultural income-tax for a number of years since 


23 The details of the tax are given elsewhere. 
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1935. Ill 1951, however, the State undertook an examination of this 
question and estimated roughly the probable yield from such a tax at 
about Rs. 55 lakhs.^^ In the wake of the implementation of a number 
of legislative measures leading to the abolition of alienations, special 
Inams, and Watandari privileges, as well as the adoption of certain land 
reforms such as the Bombay Tenancy and Agricultural Lands Act, the taxable 
income in the State was expected to be diminished still further. Moreover, 
as remarked by the Bombay Government, the determination of the taxable 
agricultural income has its own administrative difficulties. It was on grounds 
such as these that the Bombay Government did not favour the propo sal for 
the levy of a tax on agricultural incomes. In keeping with this policy, the 
Bombay Government abolished the agricultural income-tax obtaining in the 
Marathwada regions of the old Hyderabad State, which, since reorganisation, 
became a part of the Bombay State. This position continues in the States of 
Maharashtra^^ and Gujarat. 

(//) Punjab : Ever since the onset of the Great Depression, the Punjab Govern- 
ment has been considering the problem of imparting a greater degree of elasti- 
city and equity into the land revenue system. In 1931, it introduced as an ex- 
perimental measure the system of fluctuating assessment ” or a sliding scale 
of land revenue rates in Montgomery and Lyallpur districts. A few years later, 
the Government appointed the Land Revenue Committee under the chairman- 
ship of Sir Malcom Darling to consider, among others, whether a practical 
scheme could be devised by which the principles of income-tax assessment 
could be applied to the assessment of land revenue. The Committee examined 
the issue in detail and arrived at the conclusion that the application of income- 
tax principles involves either an impossible loss of revenue or impossible 
number of assessees.”^^ Ever since that time, the Punjab Government has been 
generally opposed to the levy of Agricultural Income-tax. It seems that the 
Government has been reluctant to impose this tax only because it necessitates 
the keeping of detailed accounts and preparation and submission of lengthy 
returns by land- owners the bulk of whom are illiterate.^® However, the 
Government passed a Bill in 1957 for levying a special surcharge on land 
revenue as a substitute for the agricultural income-tax, with a view to 
getting additional revenue. 


M It should be noted, however, that though the assumed exemption limit was Rs. 2,500, 
the hypothetical rates were too light to be compared with the then income-tax rates. 

25 The Memorandum by Bombay Government to the T. E. C., op, cit. In conclusion* 
the note says: “ A tax on agricultural incomes for the state can be considered only if relia" 
ble data of gross produce and net produce of different crops become regularly available 
from year to year” p. 11. 

as In 1962 Maharashtra introduced the Agricultural Income-tax with a very high 
exemption limit-Rs. 36,000. 

27 The Report of the Land Revenue Committee, 1938, Superintendent, Government Press * 
Punjab, p. 108. 

28 See Budget Speech, 1956-57. 
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(Hi) Madhya Pradesh {Excluding Bhopal-Vindhya Pradesh) : As explained 
earlier, the former part C States of Bhopal and Vindhya Pradesh were merged 
into the old Madhya Pradesh in 1 950. The tax was continued in both the merged 
areas; however, the tax does not exist in the remaining parts of the State 
except the area forming Sironj Tahsil of Rajasthan State, where Rajasthan 
Agricultural Income-tax Act has been in operation. 

The former Madhya Pradesh had not considered it worthwhile to impose 
this tax. The yield from this tax was estimated at Rs. 7 lakhs per annum before 
the abolition of Malguzari and Zamindari systems. With the abolition of these 
interests in land, it was argued, the yield from the tax would be insignificant. 
The main reason given for the low yield was that there is a preponderance of 
small holders in the State and many of them would be exempt from this tax. 
The income from the tax * would not be commensurate with the labour and 
odium involved in its imposition.’ 

5. Concluding Remarks 

The historian of the Indian Tax System will wonder why it was considered 
at all necessary by the authorities to differentiate between agricultural income 
and non-agricultural income for income-tax purposes. It is merely a historical 
accident that agricultural income was exempted from the Central levy and then 
later formed a part of the Provincial (State) revenue structure. 

When the Government of India Act, 1935, empowered the Provinces to levy 
a tax on agricultural income, it was the existence of big landlords under the 
Permanent Settlement or of large plantations of a commercial character that 
drew the attention of the Provincial Governments to the desirability of levying 
the agricultural income-tax. The next important phase of history of this tax in 
India has been the post-war period. The Second World War raised the prices 
of agricultural products; big landlords, especially planters, made phenomenal 
profits. Several States incorporated the tax in their fiscal systems in order to 
combat the inflation. The third and the last significant stage in its history is 
the new era of planning, when vigorous attempts have been made to tap new 
sources of taxation. 

The main reason for the abolition of the tax by certain States since years 
of ‘ trial ’ is not difficult to find. The abolition of intermediary interests made 
the agricultural income-tax a dwindling source of revenue. Other land refoims 
based on the social objective of equity worsened the position of the tax in 
respect of yield. The small expected revenue from the tax coupled with the 
enormous administrative difficulties has deterred a number of States from 
making the tax an integral part of their revenue system. 


29 The Memorandum submitted by Madhya Pradesh to the Taxation Enquiry Commis- 
sion, 1954^ 
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The position of the tax as it exists today in various States is different in 
several respects. Each State levying the tax at present has its own statute 
with specific provisions for determining the taxable income. The exemption 
limits and the rates are different in different States. The productivity of the tax 
in these States has to face the counteracting forces in different degrees. 

An attempt will be made in the next section to analyse the major aspects 
of the agricultural income-tax as it operates today in various States. 



Chapter 14 


AGRICULTURAL INCOME-TAX ACTS 
(i) Definition of ‘ Agricultural Income ’ 


L Introductory 

The preseat chapter deals with some of the major coatroversial issues coa- 
ceraing the definition of ‘ agriciiitural income The types of agricultural in- 
comes exempted from the levy of State agricultural income-taxes will also be 
referred to in order to clarify the precise scope of the taxes. 

2. Legal Definition of ‘ Agricultural Income ’ 

Article 366 (1) of the Constitution of India states : 

agriculliiral income means agricultural income as dciined for the purposes of the enact- 
ments relating to Indian Incoinc-iax. 

Accordingly, the State Agricultural Income-tax Acts define ' agricultural 
income ’ in the same manner as the Indian Income-tax Act, 1922. Under the 
latter Act, such income enjoys immunity from the levy of income-tax; under the 
former ones, it is chargeable. Hence, theoretically, there should be no compli- 
cations as regards the definition of ‘ agricultural income ’ for State tax purposes. 
However, the provision regarding " agricultural income ’ in the Central Act 
has been the subject of extensive legal controversy. ‘"No provision of the Income- 
tax Act has been a more prolific source of litigation between the Crown on the 
one side and income-tax assessees on the other than Section 5 (1) (a), (b) of Act 
11 of 1886 or the sections which have replaced it in the subsequent enactments.”^ 
As observed before, the Slate Agricultural Income-tax Acts define ‘ agri- 
cultural income ’ in the same manner as the Indian Income-tax Act,^ 

{a) Any rent or revenue derived from land which is used for agricultural 
purposes and is either assessed to land revenue in the taxable territories 
or subject to a local rate assessed and collected by officers of the Govern- 
ment as such ; 

{b) any income derived from such land by 
( I ) agriculture^ or 

{U) the performance by a cultivator or receiver of rent-in-kind of 
any process ordinarily employed by a cultivator or receiver of 
rent-in-kind to render the produce raised or received by him fit 
to be taken to market, or 


1 J. P. Niyogi, The Evolution of the Indian Income-tax^ op, cit,^ p. 119. 

2 The Indian Income-tax Act, 1922, Section 2 (1). 

.• 30 .. 
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(Hi) the sale by a cultivator or receiver of rent-iii-kiiid of the produce 
raised or received by him^ in respect of which no process has 
been performed other than a process of the nature described in 
sub-clause (?7); 

(c) any income derived from any building owned and occupied by the receiver 
of the rent or revenue of any such land, or occupied by the pnJtivator, or 
the receiver of rent-in-kind of any land with respect to which, or the 
produce of which, any operation mentioned in sub-clauses (//) arid (iU) of 
clause (b) is carried on : 

Provided that the building is on or in the irarnediate vicinity of the land, and 
is a building which the receii'er of the rent or leveniie or the cultivator or the 
receiver of the rent-in-kind by reason of his connection with the land, requires 
as dwelling house, or as a store-house or other out-building. 

Owing to the absence of a clear-cut definition of ‘ agriculture ’ in the Central 
Act, great difficulty has been experienced in drawing a line of demarcation 
between agricultural and iion-agricuUural incomes. There exists a large volume 
of case law as regards the nature and sources of agricultural income. While 
not all controversial issues are yet settled, the following types of income are 
now regarded as “agricultural income’.^ 

( r ) Income derived from the letting out of pasnuc land, provided the animals pastured 
are agricultural animals ;4 

( ii) Malikanas payable to a proprietor in lieu of surrender of all his proprietary rights 
to a transferee which is payable whether or not the lands are used for agricultural 
purposes ; 

(iU) Interest payable on arrears of rent on the ground thwii it is not payable for use of 
land but as compensation for delay in payment; and 
(?>) Amount paid by mortgagor-lessee to the mortgagee under usufructuary mort- 
gage, whether or not the amount is or ought to be appropriated towards the principal 
or interest of the mortgage or to any other purposc.5 

3. Controversial Cases of Definition of '‘Agricultural Income ’ 

Controversies have arisen as to whether certain receipts should be treated 
as agricultural or non-agricuitural. They are briefly reviewed in what follows. 

3 J Income from Dairy farming and Poultry-raising 

Relying on the dictionary meaning of “ agriculture’ and the English case law 
relating to animal husbandry the Madras High Court held that the income 

3 Report of the Taxation Enquiry Commission^ 1953-54, op, cit,, Vol. Ill, p. 200. 

4 “ Mahendralal Choudhari vs. Commissioner of Income-tax, C, F. and Berar (1949. 
I. T. R. 454) The income ceases to be agricultural and attracts tax if the grazing cattle 
are non-agricultural animals such as elephants or circus horses. 

5 It is interesting to note here that the stand taken by Indian Income-tax Enpdry (1936) 
and Income-tax Investigation Commission (1949) in this respect was entirely different. See 
p# 9 and p. 70 respectively. 
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from sale of milk is agricultural income where cows are not stall-fed but are 
reared on agricultural land and primarily fed on the produce of those laiids.^ 
While this distinction is in coiiforjuity with strict logic, it has given rise to 
practical difficulties in application especially when the cows (or other milch 
animals) are partly stall-fed and partly pastured.'^ 

The income from poultry-raising, cattle breeding and allied pursuits stands 
on a par with the income from dairy-farming. So far as poultry-raising is 
concerned, the business is sometimes cairied on agricultural land. It is frequently 
a ‘ side-business ’ for the fanner. It is, however, not an agricultural activity in 
the proper sense of the term, though it may be carried on by the owner of 
agricultural land. It is purely a coiUinercial venture and therefore should be 
excluded from the definition of “ agricuiturul income 

It seems that the Indian Constitution treats ‘ agriculture ’ and ' animal 
husbandry ’ separately.^"^ For adminislr:tti\'e purposes and for avoiding fruitless 
controversy, it has been held that it is better to regard dairy, poultry and 
allied pursuits as of coaimercial character and that the income derived from 
them should be excluded from the definition of ‘ agricultural income’. 

3.2 Income from Forestry 

The Courts have ruled that income from forests of spontaneous growth is 
non-agricultural whereas income from cultivated forests or on which some 
human skill and labour have been employed is agricultural. Where there are 
regular operations in forestry for the purpose of maintaining and exploiting 
forest produce, the income from such forests would be agricultural. Such 
operations may be by way of clearing jungles, creepers and climbers, cutting 
of trees of specific heights ; preserving mother trees for the spread of seeds; 
provision for the protection of trees from fire, etc. In these operations, no 
actual tilling of the soil or cultivation of the ground is performed.^ A piece 
of land could be said to be used for agricultural purposes if there is some 
expenditure of skill and labour upon it. The argument concludes that as 
there is no cultivatioa in respect of forests of spontaneous growth, the 
income derived from the sale of timber, fuel and other products from these 
forests caimot be said to be agricultural income. 

The Central Board of Revenue in its evidence submitted to the Taxation 
Enquiry Commission has cited a case which raises questions of precise inter- 


6 R. Venkataswami Nayadii vs. Commissioner of Income-tax, Madras (22 L T. R. 276). 

7. The evidence by the Central Board of Revenue to the Taxation Enquiry Commission 
(1953-54), op. cU., p. 50. 

8 Article 48 of the Constitution runs as under : “ The Stale shall endeavour to organise 
agriculture and animal husbandry on modern lines ” — etc. 

9 “ Actual tilling of the soil is not a sine qua non of an agricultural operation Mulji 
Sicka and Co, (1946 I. T. R. 92). 
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pretation of the law.^^ The Calcutta High Court held in Commissioner of Agri- 
cultural Income-tax^ West Bengal vs. Raja Jagdish Chandra Deo Datal Deb 
that the income from the sale of trees was agricultural although they were not 
planted by the asscssee and there was no cultivation of the land. The forest 
guards were employed as caretakers by the asscssee to protect the forest and 
trees therein* The Court treated these operations as ' agriciilliirar, but the 
question arises whether these trees were grown as the result of any cultivation 
by the forest guards! One more interesting paradox was that the Court held 
that the income derived from the sale of wild grass and reeds of spontaneous 
growth stands on the same fooling as the income from forest of spontaneous 
growth and is assessable to tax as non-agricultural incomed^ But the income 
derived from the letting out of pasture land is exempt from tax as agricultural 
incomcj no matter whether the grass thereon is the result of cultivation or 
spontaneous growth! 

Though the Taxation Enquiry Commission admitted the difficulty in respect 
of drawing an exact line of deaiarcation as regards forest income, it made no 
positive suggestion in that regard.^- The present trend is to treat forest income 
as non-agricultural as the forests are maintained only because of their 
commercial profitability. The view is that such income should be spread over 
a period of four or five years so as to reduce the incidence of taxation on 
occasional realisation in lump sums. 

3.3 Income from Processing Operations 

According to Section 2(1) (b) (//) of the Income-tax Act^, 

any income derived by the performance of a cultivator or receiver of rent-in-kind of any 
process ordinarily employed by a cullivator or receiver of rent-in-kind to render the produce 
raised or received by him fit to be taken to market 

should be treated as agricultural income. It is very difficult to differentiate 
between processes which arc ‘ lne\itable to render the produce raised or 
received fit to be taken to market ’ and which are not so. No rigid line of 
distinction can be made between these processes. There may be some 
processes employed by a cultivator on the raw produce to take it to the 
market for sale, but if it is found that there is no dearth of market for the 
raw produce itself, the process employed by a cultivator becomes 
non-agriculturai and assessable to Central tax. Strictly, in accordance with 
the definition, the income from that process should be regarded as * agri-^ 


10 Op. cit., p. 50. 

11 Raja Bahadur Major Raja Durga Narayan Singh vs. Commissioner of Income-tax, 
U. P. and C. P. (1947, 1. T. R. 235). 

12 See the Report, VoL II, op, cit,^ p. 46. 
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cultorar. There is one more possibility. In certain localities, there may be a 
market for raw produce; in others, a market for the finished product. If a man 
is carrying on the same business in two different localities, the procedure of 
assessment becomes more difficult. It has been argued that the definition of 
' agricultural income ’ should be revised so as to make the income attributable 
to all the mechanical operations as non-agricultural. 

3*4 Income from Dividends Paid by a Company out of Agricultural Income 

Much controversy had arisen as to whether the dividends paid by a company 
out of its agricultural income to its shareholders should be wholly assessed to 
Central income-tax or only some portion of it. When it was decided that only 
60 per cent of the income from such company is agricultural, it was held that the 
same proportion, L e,, 60 per cent of a dividend from a tea plantation should be 
treated as agricultural income and the rest non-agricultural. Subsequently, 
the dividends were considered to be wholly non-agricultural in character. 
Before discussing the controversy regarding the case, it would be advisable to 
interpret the nature of dividends received by the shareholders. 

It has been argued that if an income is agricultural in the hands of the com- 
pany, then the dividend declared out of such income should also be considered 
agricultural in the hands of the recipient of the dividend. The argument runs 
thus: when a person buys shares in a company, he buys two things; in the first 
place, a share of the assets of the company proportionate to the number of 
shares which he has purchased; and secondly, the right to participate in any 
profits which the company may make in the future. Therefore, the profits and 
gains of a company become profits and gains of its shareholders also from the 
very inception.^^ When the declaration of the dividend takes place, the part 
released thereby does not acquire a new character but continues to retain the 
character of the whole out of which it is carved out. It thus follows that if the 
profits of a company arc wholly or partly agricultural income, dividends paid 
out of that income must, by the same token, be considered agricultural. 

The protagonists of this view take support of the judicial decision to the 
following effect : 


Agriciilkiral income is exempt (from income-tax) howsoever and by whomsoever it is 
received. The exemption is conferred and conferred indelibly on a particular kind of income 
and does not depend on the character of the recipient.i4 


13 “ The operation of declaring a dividend is not an operation which gives birth to a 

profit or gain; it is only the division of profits or gains earned by the trading operation and 
the company is assessed in respect of the trading operations, which is the only source of profit 
or gain and the declaration of dividend is merely the division without any income accruing 
of the ‘profits and gains realised* ” the decision by Justice Rowlatt as quoted by Bala! Lai Pal, 
‘Taxation of Dividends from Tea Companies Commerce, 4th February 1950, p. 192. 

U C. 1. T. vs. Kameshwara Singh of Darbhanga (1935), I. T. R. 305. 



138 


AGRICULTURAL TAXATION 


From this it was contended that the character of a dividend should be re- 
garded as uninfluenced by the character of the recipient thereof. The fact that a 
shareholder in a tea company has no connection with the land need not make 
us ignore the true character of the dividend itself, which is merely the division 
of profits of a company, and which thereby retains the character of the original 
profit. The decision of the Bombay High Court in the case of Mrs. B. E.Giizdar'^^ 
and the subsequent decision of the Supreme Court set the controversy at rest. 
The Supreme Court held that the term agricultural income is intended to refer 
to the revenue received by direct association with the land which is used for 
agricultural purposes and not by indirect extension to cases where that revenue 
or part thereof changed hands either by way of distribution or otherwise. The 
Supreme Court ruled that the dividend income received by the assessee is not 
agricultural income taxable under the State Agricultural Income-tax Acts 
but is non-agricultural income taxable under the Indian Income-tax Act. The 
position is thus reached that the character of income changes completely when 
it goes from the company to the shareholders. The Court observed that while the 
initial source of X ’s dividend income is agricultural ( tea-growing in the 
present case) he himself is only indirectly and remotely connected with that 
lush and green initial source. The agricultural income in the Income-tax Act 
obviously refers to that income only which is derived directly from agriculture. 

An analogy will further clarify the matter. A money-lender lends money on 
interest to an agriculturist; the agriculturist pays interest to the money-lender 
from his agricultural income and that interest, which is the money-lender’s 
income, is obviously iion-agricultiiral and therefore taxable. Just because that 
income (interest) was received by the money-lender from an agriculturist, the 
money-lender cannot call it ' agricultural income ’ and claim that it is not 
taxable under the Central Income-tax Act. No doubt, the money-lender’s 
income was derived from an agriculturist, but not from his own direct activity 
in agriculture. 

The law now accepts the position that the dividends paid by a company out 
of its agricultural income are not agricultural inco'ne in the hands of the share- 
holders and are therefore chargeable to Central incoiiie-tax even though the 
company is assessed under the State Agricultural Income-tax Act. Sub-section 
(2) was added to Section 49-B by the Income-tax Amendment Act, 1953, in 
order to grant relief from double taxation in such cases by placing the dividends 
paid by such companies on the same footing as dividends paid out of non- 
agricultural income assessed to income-tax. There is now, therefore, no longer 
any hardship in such cases calling for relief. 

3 ' 5 Conchiding Remarks 

The above discussion of some of the important cases in connection with the 


n Reported in the I. T. R. 1955, VoL XXVH. 
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definition of agricultural income points clearly to the great difficulty the ad- 
ministrators have been facing in precisely differentiating the two types of income. 
In many cases, the assessing authority finds it extremely difficult, though not 
impossible, to ascertain the correct position owing to the lack of expert techni- 
cal knowledge. As seen earlier, there are several cases where the income has 
been held by Courts to be of agricultural nature though it is iion-agricultiiral as 
conimoiily understood. The State levying the agricultural income-tax has to 
deal with such cases. In the case of Mysore State, the position is less compli- 
cated. The Act specifically mentions what is to be treated as agricultural 
income. The list of coaimerciai crops sets a definite limit to the definition of 
agricultural income. Although the problem has been simplified to that extent, 
certain cases, i/r,, the processing operations, still remain controversial 

4, The Definition of " Mixed Income ’ 

The problem of ' mixed income ' is no less difficult. The income from tea 
and coffee planlaiions is an instance in point. The Indian tea plantation com- 
panies had been really fortunate in the matter of taxation in the past. When we 
look back to the history, it is found that both under the licence tax of 1880 and 
the Income-tax Act of 1886, the income fiom these ‘ capitalistic manufacturing 
undertakings' was totally exempt. The law held that the tea plantations were 
of the nature of agricultural enterprises and hence should be exempted from 
the income-tax. The then Government ungrudgingly accepted the position. 
The tea plantation companies enjoyed this exemption till 1920, when for the 
first time it was challenged in the Calcutta High Court. In the test case of 
Killing Valley Tea Company, the Calcutta High Court held that a portion of 
the profits of tea companies should be regarded as due to manufacturing and 
as such liable to income-tax. The judgment of the court was in the following 
terras 'P 

The earlier part of the operation when the tea bush is planted and the young green leaf is 
selected and plucked may weil be deemed to be agricultural but the latter part of the process 
( /. c. the processes in an up-to-date large-scale tea factory) is really manufacture of tea and 
cannot, without violence of language, be described as agricultural. 

Accordingly, the Government of India framed the rule laying down that 
25 per cent of the profits of tea plantations should be assessed under the Central 
Income-tax as they aie due to the manufacturing process, while the remaining 
income should be treated as agricultural. Subsequently, the proportion was 
changed to 40:60^'"^ 

16 (I L T. C, 54) See also case of Bikanpur Sugar Concern (1. T. C. 29). 

17 Quoted by J. F. biiyogi. The Evolution of the Indian Income-tax, op, cit,, p. 156. 

18 Vide, Section 2, Act XXVJII of 1927 and Rule 24 of the Indian Income-tax Rules 
(1928). Under Rule 24 of the Income-tax Rules — “Income deuved fromUhe sale of tea grown 
and manufactured by the seller shall be computed as if it were income derived from business 
and 40 per cent of such income shall be deemed to be income, profits and gain liable to tax. 
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In respect of other types of " mixed income Rule 23 under the Income-tax 
Act provides for the determination of the agricultural portion of the income 
in the light of market value. The term ‘ market value ’ has been defined in the 
Rules under the Agricultural Income-tax Act in the same manner as the Income- 
tax Act Rule 23 made under Section 59. 

In this connection, the Central Board of Revenue has suggested the nomi- 
nation of a special body like the Indian Council of Agricultural Research to 
determine the taxable portion of the income from rubber, coffee and allied 
plantations. 

5. Exemptions Granted Under the Agricidtural Income-tax Acts 

Agricultural income-tax laws do not intend to bring under charge agri- 
cultural incomes in their entirely. There are types of agricultural incomes 
which are exempted from the levy of agricultural income-tax. One of the im- 
portant conditions under which the land income becomes agricultural for the 
purposes of the tax is the assessment of the land to land revenue or a local 
rale collected by the Government. All other incomes, obviously, are exempted 
from the levy of the agricultural income-tax. Similarly, the following exemptions 
are also granted : 

(1) Agricultural incomes derived from land owned by the Central Govern- 
ment or any State Government or any local authority, /, e., municipal body or 
a corporation. 

(2) Any agricultural income derived from and applied to property held under 
trust or other legal obligations wholly for religious or charitable purpose in- 
cluding agricultural income from Muslim Trusts, commonly known as Wakf- 
al-ataulads. 

In the case of property held in part only for such purposes, the income 
applied or finally set apart for application thereto is to be exempted from the 
levy of the agricultural income-tax. 

This clause seems to have been reproduced from the Indian Income-tax 
Act, 1922, Section 4(3). This exemption has been a feature of the income-tax 
law since 1886 and is based on the principle of exempting public charity from 
taxation. The explanation as regards ‘ charitable purpose ’ given in the Agri- 
cultural Income-tax Acts is the same as in the Central Income-tax Act, where it 
is specifically mentioned that ‘ charitable purpose ’ includes relief of the poor, 
education, medical relief, and the advancement of any other object of general 
public utility. 

(3) Any sum which an assessee receives as a member of a Hindu Undivided 
Family, the agricultural income of which has already been taxed, is exempted 
from the levy. The clause, obviously, has been included to prevent double 
taxation. 
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(4) Exemption is also granted in respect of any sum which an assessec receives 
either as dividend from a company or as a share from a firm, association of 
persons or other source which has already paid the agricultural iiiconie-tax. 
After the famous ruling of the Bombay High Court in the case of Mrs. Guzdar, 
the dividend paid by such a company assessable to State agricultural income- 
tax has been placed on the same footing as dividend paid out of noii-agri- 
cultural income assessed to income-tax. 

(5) Any income derived from a house or building which is in actual use and 
occupation of an assessee is exempted from the levy of agricultural income-tax. 

(6) In order to avoid technical difficulty, any sum received by a person out of 
the agricultural income in respect of which tax has been assessed on the common 
manager, receiver or any Court of Wards, is exempted from the pajrment of 
agricultural income-tax. When a person holds land as the common manager, as 
a receiver or as an administrator on behalf of persons jointly interested in such 
land, he is deemed to be the assessee and is held responsible for the payment 
of the aggregate sum of agricultural income-tax otherwise payable separately 
by each person. When the common manager pays the tax on behalf of all 
others, no question arises as regards the payment of tax by other persons. The 
same rule is applicable in the case of the Court of Wards, Administrator- 
General or the Official Trustee, who receives agricultural income on behalf of 
others and who is deemed to be an assessee. 
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AGRICULTURAL INCOME-TAX ACTS 
( a ) Determination of Taxable Income 


1. Introductory 

As seen in the preceding chapter, the term ‘ agricultural income’ takes into 
consideration the income from all kinds of agricultural products, cereals and 
fibres, forest produce or trees or seeds, tea, coffee, etc., whether they are grown 
on the fields or on the bunds, whether they are sold to consumers directly in 
retail sale or to wholesale merchants. In addition to the rent or revenue derived 
from land used for agricultural purposes, the Agricultural Income-tax Acts 
bring under levy the income gained by processing the produce and making it 
fit for the market as well as any iitcome derived from buildings used for storing 
and processing and as living tenements. Nevertheless, there are certain types 
of income which are totally exempted from the levy of this tax. 

The Acts lay down detailed procedure to be followed in detennining the 
taxable income. Various deductions from gross agricultural income are allowed 
in order to arrive at net taxable income. When elaborate accounts are not 
maintained, the States adopt alternative methods of assessment. The present 
chapter gives an account of the methods of determining the taxable income. 

2. Charge of Agricultural Income-tax 

All the Agricultural Income-tax Acts make provision for charging agri- 
cultural income-tax for each financial year in respect of the total agricultural 
income of the previous year. Total agricultural income comprises all agri- 
cultural income derived from land situated within the particular State and 
received by the assessee within or without that State. The person receiving 
income from the land situated in a particular State is chargeable to the agri- 
cultural income-tax of that State, no matter where he resides. In short, origin 
of income and not the residence of the assessee is significant from the point 
of view of the levy of the agricultural income-tax. 

The tax is imposed on the agricultural income of the ‘previous year’ in accor- 
dance with the normal practice of income taxation.^ Normally the period is 
taken as the tweleve months ending on the 31st day of March preceding the 
year for which the assessment is to be made. If, however, an assessee follows 


% Section];2 (ii). 
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an accounting period ending on a date other than 31st March, the twelve 
months preceding such date constitute the previous year. 

Every individual) Hindu Undivided Family, company, firm or other associa^ 
tion of persons is liable to the agricultural income-tax. There is specific pro* 
vision by which any misunderstanding about the tenn "association of persons’ 
is cleared. The Acts point out that where any property from which agricultural 
income is derived is owned by two or more persons and their respective shares 
are definite and ascertainable, such persons shall not, in respect of such pro* 
petty, be assessed as an association of persons, but that the share of agricultural 
income of each such person from the property shall be included in his total 
agricultural income. This provision is copied from the Indian Income-tax 
Act, 1922.2 

3. Gross Income and Net Income 

For determining the assessable income for the purpose of the agricultural 
income-tax, the general procedure is first to assess the gross income of the 
assessee based on farm accounts and such other infomation as may be furnished 
regarding the average produce of each crop. From the gross income so deter- 
mined, such allowances as are admissible in the respective Acts are deducted 
to arrive at the net taxable income. Tax is levied on net agricultural income 
only. 

It is generally conceded that net income is a better index of tax-paying oapa* 
city than other tax bases. On equity considerations, ‘"gross income may prove 
a poor substitute for net income, since the ratio of production costs to gross 
income will fluctuate with such factors as the quality and topography of the 
land, the availability of irrigation and distance from distribution centres,”^ 

4, Deductions Allowed 

Different States have made different provisions as regards deductions from 
gross income with a view to arriving at the net agricultural income. They are, 
more or less, patterned on the Central Income-tax Act. The Central Act allows 
certain deductions from profits and gains of business, profession or vocation* 
In the matter of deductions, all States treat agriculture as a form of business, 
as in the United Kingdom.^ 


2 Section 9 (3). 

3 H. P. Wald, Taxation of Agricultural Land in Underdeveloped Economies, Harvard 
University Press, Cambridge, Massachusetts, 1959, p. 116. 

4 Section 124 (1) of the U. K. Income-tax Act of 1952 - “ All farming and market 
gardening in the U. K. shall be treated as the carrying on of a trade or, as the case may be, of 
a part of a trade 
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For the purpose of deductions, the Acts divide agricultural income into the 
following two categories: 

(a) Agricultural income as defined in sub-clause (a) of clause (1) of the relevant 
Section, e.g,, any rent or revenue derived from land which is used for agri- 
cultural purposes. This type of income is called ‘ agricultural income from 
rent or revenue 

(b) The second type of agricultural income is that as defined in sub-clause (Z?) of 
clause (1) of the relevant Section, g., any income derived from land by agri- 
cultural operations or income gained by the cultivator or receiver of reiit-in- 
kiiid by processing the produce and making it fit for the market. This type of 
income is called ' agricultural income from agriculture’. 

There are two different clauses relating to these two categories in the various 
Acts providing for deductions fioni the gross agricultural income in order to 
arrive at net agricultural income. Some deductions are common to both the 
above-mentioned types of agricultural income. 

Certain deductions arc common to all the Acts; there are, however, certain 
specific deductions provided for in certain States. The following principal 
deductions are allowed by the States to determine the taxable part of the total 
agricultural income. 

or Rent and Other Taxes 

The deduction in respect of any sums paid in the previous year under this 
head is common to both types of income. Any local rate or cess is similarly 
allowed as deduction. The case for the deduction in respect of all payments 
made on account of land revenue to the State or of a rent to a superior landlord 
is obvious. Municipal taxes also are deductible in Orissa, Kerala, Madras and 
Mysore. The erstwhile O. P. Act also used to allow the deduction on this 
account while calculating net taxable income. Payments made on account of 
chowkidari rate are deductible in Assam, Bihar and Orissa, Apart from these 
taxes, water cess is allowed as deduction in Orissa. It was allowed also in the 
erstwhile Hyderabad Slale and Rajasthan. The former State of Coorg used to 
allow the excise duty on agricultural produce as one of the deductions; the 
provision has been continued by the Mysore State of wliicli Coorg is now a 
part. The erstwhile State of Travancore-Cochin used to allow deduction of 
Edavagai, the Sripaiuiaravagai or Sripandam, Jcnmikaraiii, Thiruppuravaram 
under this head; the provision has been retained by the new Kerala State. The 
West Bengal Act makes allowance for deduction in respect of education cess 
on land, which has been levied in accordance with the Bengal Primary 
Education Act, 1930, for the purpose of financing the scheme of rural primary 
education. It is payable in respect of all imvnovable property on which the road 
and public works cesses are payable. 
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4*2 Collection Charges 

While collecting land revenue or rent, certain expenses have to be incurred. 
The deduction under this head refers to these expenses which are applicable 
only to the first category, viz,, ' agricultural income fiom rent or revenue’. 
Collection charges are allowed at a certain specified percentage, usually ranging 
between 10 and 20 per cent of the total amount of rent or revenue. An additional 
15 per cent is allowed in Orissa on production of necessary evidence. The V/esl 
Bengal Act allows the cost of maintenance of any Katcliari or other capital 
assets and any expenses incurred on litigation to be deducted along watli the 
collection charges: a sum equal to 15 per cent of the total amount of rent or 
revenue is allowed as deduction. If, however, an assessee can produce his 
accounts, audited and certified to be correct by an accountant, the allowance, 
instead of 15 per cent of rent, is the actual cost of collection, subject to a 
maximum of 20 per cent of the total amount of rent or revenue. It has also been 
laid down that once an assessee decides to claim the actual cost on the basis of 
his accounts, he shall not be allowed to claim the alternative allowance 
admissible except with the permission of the Assistant Commissioner. This 
has reduced the possibility of abuse of the facility. Rajasthan had included 
all these provisions in its Act. The erstwhile Hyderabad State used to allow 
deduction to the tune of 12| per cent of the total amount of rent or revenue. 
Uttar Pradesh used to allow collection charges at the following rates : 

( I ) on the first Rs. 10,000 — twelve per cent, 

( a ) on the next Rs. 90,000 — eleven per cent, 

( in ) on any amount above Rs. one lakh — ten per cent. 

The provisions in the Act of Bihar, Kerala and Mysore do not specify any 
percentage but allow actual expenses incurred in the process of collection as 
declared by the assessee as deductible from the total income. Assam and 
Madras do not allow deduction on this account. 

4*3 Interest on Mortgage, Capital Charges or Loans 

All State Agricultural Income-tax Acts allow deductions in respect of all 
sums paid as interest on (a) mortgage or other capita] charges incurred for the 
purpose of acquiring the property; (b) any borrowed capital used exclusively 
for the benefit of land from which agricultural income is derived; (c) any loans 
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taken under the Land Improvement Loans Act, 1883^ or the Agriculturists’ 
Loans Act, 1884. 

This provision seems to have been patterned on the Indian Income-tax Act, 
1922. While allowing deductions in respect of income under the head of pro- 
perty, the Indian Income-tax Act, 1922, allows deductions for the amount of 
any interest on mortgage or on capital charge.^ The Act makes allowance for the 
amount of interest paid in respect of capital borrowed for the purposes of the 
business, profession or vocation.'^ The rates of interest allowed on this account 
are subject to the regulations of the Money-lenders’ Act in force in West 
Bengal and Bihar. The same procedure was followed in the erstwhile State 
of Hyderabad. Madras has limited the rate to 6 per cent on any amount 
equivalent to 25 per cent of the agricultural income from plantations whereas 
Mysore has prescribed a maximum of 12 per cent per annum. In other States, 
no such restriction has been imposed and the actual interest paid is 
deductible from the gross agricultural income. 

4'4 Maintenance of Irrigation or Protective Works 

Any amount disbursed in respect of the maintenance of any irrigation or 
protective work or other capital asset is allowed as a deduction. Here, main- 
tenance includes current repairs, and in the case of protective dykes and em- 
bankments, all such work as may be necessary from year to year for repairing 
any damage or destruction caused by flood or other natural causes. The capital 
asset maintained should be used either for the collection of rent or revenue or 
for tlie benefit of the land. The clause is based on Section 10 (v) 
of the Indian Income-tax Act, 1922, which allows deduction in respect of current 
repairs to buildings, machinery, pkint, furniture, stocks or stores used for the 
purposes of the business. 

4‘5 Depreciation 

Depreciation is shrinkage in the value of the assets by use or efflux of time. 
All Agricultural Income-tax Acts provide for depreciation at such rates as 
may be prescribed by the State Govermnents on the written down value of any 
irrigation or protective work, building, machinery, plant or other capital 


5 Land Improvement Loans Act, 1883, defines ‘ improvement ’ as any work which adds 
to the letting value of land and includes, among others, the construction of wells, tanks, and 
other works for the storage, supply or distribution of water for the purpose of agriculture; 
the preparation of land for irrigation, reclamation, clearance, enclosure, or permanent 
improvement of land for agricultural purposes. The Agriculturists’ Loans Act, 1884, refers 
to the loans to be made to owners and occupiers of arable land for the relief of distress, the 
purchase of seed or cattle or any other purpose not specified in the Land Improvement Loans 
Act, 1883, but connected with agricultural objects. 

6 Section 9 (iv). 7 Section 10 (iii). 
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constructed or acquired for the benefit of land from which agricultural 
income is derived. The provision for the deduction on this account is also 
patterned on that of the Indian Income-tax Act, 1922, as amended in the year 
1939.® Prior to the assessment year 1939-40, the Indian Income-tax Act prescribed 
the ‘straight-line method’ i. e, original cost basis; hov/ever, in accordance 
with the recommendations of the Income-tax Enquiry Committee of 1936, 
the system has been changed to ‘ written down value ’ which is also called 
‘ diminishing balance method Under the ‘ straight line method’, the annua! 
provision is given by the original cost of an asset divided by the number of 
years of its estimated or assumed life, so that the amount is distributed in equal 
instalments over the useful life of the asset. Under the ‘ written down value 
method’, a fixed percentage is charged for depreciation each year. It is not a 
percentage of original cost but of what remains of the original cost after 
deducting the sum of depreciation allowances in the preceding years.^ All the 
Agricultural Income-tax Acts have accepted this latter method on the basis of 
the Indian Income-tax Act of 1922. 

In the statement of rates of depreciation,^® all the Agricultural Income-tax 
Rules clearly spell out the classifications of buildings, implements, machinery 
and other capital assets. The number of items and the classifications of assets 
are not the same in all State Acts. Each State Act includes such items as are 
important in the economy of the State. The Assam Agriculliiral Income- 
tax Rules completely ignore capital assets like kutcha wells, kutcha and pucca 
irrigation channels or fixed power machinery, and hence, have made no 
provision as regards their depreciation. This may be due to the fact tliat such 
assets have no place in the plantation economy of the State, Uttar Pradesh 
had specially referred to indigenous sugarcane crushers ( Kolhus or Selans ) 
in its classification of capital assets, though other States ignore 

The percentage rate of depreciation of various items is more or less uni- 
form in all the State statutes, though there are some cases where departure has 
been made from the normal practice. For instance, the rate of depreciation 
for a country cart was 16*66 per cent in Rajasthan, though it was 15 per cent 
in U. P.; Bihar, West Bengal and Assam also allow 15 per cent rate. The 
peicentage rate of depreciation of tiibe-w'ells is 6*25 in Assam, 6 in Bihar and 
10 in West Bengal. These differences are, however, not very material. 


8 Section 10(2) (VI) 

9 This method was also approved by the Taxation Enquiry Commission, 1953-54. The 
Commission explicitly says that barring some exceptions, no change is necessary in the 
method of charging depreciation allowance for income-tax purposes.” (See Report, Vol, II, 
page 80.) In foreign countries like U. K., U. S. A., Australia, Japan, etc,, the taxpayer is 
permitted to elect cither the ‘ straight line method ’ or the ‘ diminishing balance method ’ 
( called ‘ declining balance method ’ in the U. S. A. ), 

10 See Appendix. 

11 This item is included in the ‘ Statement of Depreciation ’ in the Indian Income-tax 
Act* See Rule 8* 
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4*6 Adjustment in Respect of Obsolete Machinery 

111 respect of my machinery or plant used exclusively for agricultural pur- 
poses which has been sold or discarded, the amount by which the written down 
value of the machinery or plant exceeds the amount for which the machinery 
or plant is actually sold is deductible under certain Agricultural Income-tax 
Acts, it is, however, generally provided that such amount should actually be 
written off in the books of the assessee. This provision is found in the Acts 
of West Bengal, Assam, and Kerala. Rajasthan and the former Slate of Coorg 
had also provided for this deduction. The deductible amount is calculated in the 
following manner: the original cost of the asset to the assessee less total 
depreciation allowance less scrap value realised. This provision is patterned 
on the lines of the Indian Income-tax Act v>^hicli, however, further lays down 
the condition that where the amount for which any such machinery or planl 
is sold exceeds the written down value, the excess shall be deemed to be profits 
of the previous year in which the sale took place. This latter provision docs 
not exist in the enactments of the above States. 

There is a specific clause in respect of animals in the above Acts which is 
also copied from the Section* 10 (VIH) of the Indian Income-tax Act. The clause 
refers to the animals which are used for the purpose of agriculture and which 
die or become permanently unfit for such purpose.^^ deduction allowed is 
equal to the difference between the original price of the animals and the 
amount, if any, realised by the sale of the carcasses or the unfit animals, as 
the case may be. 

4.7 Cultiyation Expenses 

The allowance on this account is granted in respect of ' agricultural income 
from agriculture’ referred to in sub-claiise (b) of the definition of agricultural 
income. It is obvious that no question arises in respect of this allowance in the 
computation of tax under the head ' agricultural income from rent or revenue \ 
except when the rent derived from such land is rent in kind. The cultivating 
expenses are inevitable for agricultural production which is the source of the 
assessee’s income. The following expenses are deductible: Expenses incurred 
(a) ill the process of cultivation; (h) in performing any process for rendering 
the produce of such land fit to be taken to market; (c) in transporting the 
produce to the market and (d) in maintaining agricultural implements and 
machinery in good repair and in providing for the upkeep of cattle for the 
purpose of such cultivation, process or {transport* 


12 Tlic State Agricultural Income-tax Acts have substituted the term ‘ agi'iculture ’ for 
the term * business, profession or vocation ’ prescribed in the Indian Income-tax Act, keeping 
other provisions unaltered* 
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West Bengal has made a special provision under this head. In the case of 
agricultural income derived from land possessed by an individual or a Hindu 
Undivided Family and cultivated by such individual or by the members of 
such family, the allowance admissible is equivalent to 50 per cent of the market 
value of the produce raised from such land. The Rajasthan Agricultural 
Income-tax Act too had the same type of provision under this clause. 

4.8 Insurance 

Any sums paid as premia towards any insurance against loss of or damage to 
lands or any crops are deductible. Excepting Bihar and Orissa, all the States 
having agricultural income-taxes in their fiscal system include this item as ad- 
missible deduction. The deduction is also allowed in the Indian Income-tax 
Act in respect of ‘property’ as well as under the head of ‘ business’. This 
deduction is allowed in respect of annual premia paid to insure the ‘ property ’ 
against risk of damage or destruction. In the case of income gained from 
‘ business, profession or vocation’ , premia paid for insurance against fire, 
etc. of the building and other capital assets or stocks or stores used for business 
are to be taken into account.*^ Any income received by an assessee in respect 
of such insurance is, however, deemed to be agricultural income and is liable 
to agricultural income-tax. This provision is same as in the Central 
Income-tax. 

4.9 Tax on Cultivation or Sale of Crop 

Any amount paid as tax or cess on the cultivation or sale of crop is deductible 
under this head. Not all the States allow this deduction. Thus, Bihar, Mysore, 
Rajasthan, the erstwhile Hyderabad and Bhopal did not treat the tax 
on cultivation or sale of crop as deductible expense. The Bihar State allows the 
deduction for the payment of any malikana or some similar levy. Assam makes 
allowance for the payment of any maUkana, in addition to the tax on cultivation 
or sale of crop. The deduction in respect of any malikana or similar levy was 
allowed by U. P. when the tax was being levied by that State. 

4.10 Other Deductions 

Certain other deductions are also allowed in some of the States. In Madras, 
expenses incurred on scientific research relating to agriculture are deductible. 
Deduction in respect of the contribution made to the Community Develop- 
ment Projects and National Extension Services have also been allowed in 
Madras. No such allowance is granted in any other State. 


13 The Bidian Income-tax Act, 1922, Section 9 (iii) and 10 (iv). 
..32.. 
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In addition to the above-mentioned deductions, all the Acts mention specifi- 
cally that any other expenditure of the assessee, not being in the nature of capi- 
tal expenditure or personal expenditure, ' laid out wholly and exclusively for 
the purpose of deriving such agricultural income ’ will be deductible.^^ All the 
Acts reserve the power to prescribe any other sum as deduction from time to 
time. 

5. Expenditure for Life Insurance ^ Annuities and Employee Benefits 

In determining income subject to agricultural income-tax, the taxpayer may 
deduct insurance premiums paid by him for policies on his life or that of his 
spouse. If the assessee is a Hindu Undivided Family, any sum paid to effect an 
insurance on the life of any male member of such family or of the wife or a 
minor child of any such member is deductible from the tax. The subscription 
paid to recognised Provident Funds or a fund established under the Provident 
Funds Act of 1925 too is included under the clause. The total amounts deductible 
under all these provisions together are limited to the extent of one-sixth of the 
whole agricultural income of the assessee. However, such amounts are not 
deductible in determining the total income for rate purposes. 

The provision is drawn on the lines of the Indian Income-tax Act, 1922, 
Section 15, which itself is more or less copied from the U, K. Income-tax 
Law.^^ 

6. Charitable Donations 

In determining income subject to agricultural income-tax, Mysore permits 
the assessees to deduct donations made to charitable institutions. Such dona- 
tions are not deductible, however, in determining total agricultural income for 
rate purposes. A donation is not deductible unless the institution or fund to 
which it is made is entitled to the exemption granted for the income of chari- 
table institutions. This exemption was granted in the erstwhile Coorg State. The 
provision seems to have been borrowed from that in the Indian Income-tax 
Act, 1922, Section 15B. Like the Central Income-tax, the allowance is admissible 
only when the aggregate amount is not less than Rs. 250. In Assam, amounts 
actually spent for charitable purposes are to be deducted from gross agricub 


14 The provision seems to be rather elastic and vague. In this connection, Prof. Kaldor 
has expressed the view, while examining the nature of corresponding provision in the Indian 
Income-tax Act of 1922 (Clause XV of sub-section 2 of Section 10), that instead of making 
generous provision as regards ‘other expenses, wholly or exclusively laid out for the purpose 
of business’, a stricter definition, such as, ‘expenses that are wholly, exclusively and 
unavoidably incurred in earning the profits of the year ’ is called for. See Indian Tax Reform, 
Department of Economic Affairs, Ministry of Finance, Government of India, 1956, 
pp. 66-67. 

15 No relief for life insurance premium is allowed in U. S. A. and Canada. 
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tural income from rent as well as from agriculture. All other Agricultural 
Income-tax Acts exclude this provision. 

7. Special Assessment Procedures 

Normally, the above procedure is followed to determine the assessable 
agricultural income. However, certain arbitrary methods have been followed 
while assessing certain types of mixed incomes. Again, when the assessees do 
not maintain accounts, the Authorities have to take resort of the alternative 
methods of assessment. Such methods are usually two; (1) the best of judgment 
method, and (2) the multiple of rent method. 

7.1 The Assessment of Mixed Incomes 

The procedure followed with regard to the computation of the tax on mixed 
incomes deserves special mention. As explained earlier, income from tea 
plantations is divided, under the Indian Income-tax Act, into income from 
manufacture and income from land. The latter is exempted from Central 
income-tax but is assessable to State agricultural income-tax. While assessing 
the income from tea plantations, the general procedure followed is that the 
Central Income-tax Department determines the whole of the income from 
tea and levies income-tax on 40 per cent of the income so computed, leaving 
60 per cent as agricultural income. The States then levy the agricultural 
income-tax on the agricultural income. 

Certain types of income are partially agricultural income assessable under 
these Acts and partially income chargeable under the Income-tax Act, 1922, 
under the head ‘ business ’. The market value of agricultural produce which has 
been raised by the assessee and which has been utilised as raw material in such 
business or the sale receipts of which are included in the accounts of the business 
is assessable under the agricultural income-taxes. The market value is subject to 
such allowances as are permissible under the provisions of the Agricultural 
Income-tax Acts. 

7.2 " The Best of Judgment Method' of Assessment 

The smooth functioning of the above assessment procedure requires the 
regular maintenance of accounts. The determination of gross income and the 
deductions allowed from it in order to arrive at the net income figure cannot be 
worked out unless systematic accounts are kept and presented to the Assess- 
ment Authority, whenever they are demanded. The trouble is that except in the 
case of big landlords, the accounts maintained by others are not adequate. 
Small assessees do not maintain any accounts at all. In these cases, obviously, 
the tax has to be levied on estimated income according to the best judgment 
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of the assessiag authority. The eaquiries necessary for jSiis estimation involve 
much time and labour, but there is no escape from it. Even the Central 
Income-tax Officers have to find a way out of this difficulty while determining 
the income of small shopkeepers and other assessees, who usually do not 
maintain books of accounts. 

It seems that all the States have made some provision regarding the Calcu- 
lation of assessable income on the ‘ best of judgment ’ basis. The States entrust 
the work of the determination of taxable income of the rural population to 
the Inspectors of agricultural income-tax appointed under the provisions of 
the Acts. They are required to make a thorough survey of cultivated areas 
and are to collect the names of probable assessees and also any concealed agri- 
cultural income after local investigation. They have to take the following 
into account: 

(/) Approximate area under different crops as also single or double cropping 
system prevalent. There are land records, crop reports, etc. to guide the estimate. 

(») Average yield per acre, estimated with due allowance for the difference 
in climate and rainfall, difference in the fertility of the land, etc. 

(iii) Average market price of the crop in each locality; careful enquiries are 
conducted in this regard. 

O'v) Cultivation expenses. It is in the determination of these expenses that 
the Agricultural Income-tax staff have to face the greatest headache. While 
calculating the expenses, the mode of cultivation (whether the labour is 
contributed by the cultivator himself and his family members, etc. ), the 
amount of wages and perquisites in kind, the quanti^ required for seed, 
manure and implements and similar factors have to be taken into considera- 
tion. When the number of days of manual and buUocfc labour required 
are calculated approximately, and when once the quantity of agricultural 
requirements is determined, the Authority has to calculate their money value 
according to the prevailing prices. 

The laborious task of calculating all types of cultivating expenses has been 
lightened by the State of West Bengal by making a specific provision in its 
Act. As described earlier. West Bengal allows 50 per cent of the market value 
of the produce raised from the land in the case of individuals and Hindu Un- 
divided Families, who cultivate the land themselves or with the aid of servants 
or hired labourers, as allowance in respect of the cost of cultivation which in- 
cludes, among others, the maintenance of implements and cattle.^ 

(v) Depreciation of capital assets. Assets are valued for fixing the annual 
charge by way of depreciation. When the written down value of capital assets 
is not maintained by the assessee, everything depends upon the guess-work of 
the Assessing Authority. The normal value of the capital assets has to be 


16 West Bengal Agricultural Income-tax Act, 1944. Section 7(1). 
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determined and then the Authority allows the prescribed depreciation rates 
which are different for sheds and buildings, animals, improvements and 
implements. 

After subtracting the amount required for the cultivation expenses and allow- 
ances granted for the depreciation of capital assets, etc., all other items as 
explained above, e.g. payments made in terms of land revenue, or crop insur- 
ance, etc. are deductible in order to arrive at the net taxable income of the 
assessee. 

It is true that there are Settlement Records of Rights and the crop and price 
statistics regularly published by the Govermnent which together with local 
enquiry provide a fairly reliable guide for estimation of income. The officers 
are allotted limited jurisdiction only and so they are expected to conduct 
intensive survey work during each year. All information gathered by them is 
recorded there and then and made good use of at the time of assessment. In 
plantation areas, regular accounts are kept; there are also reliable statistics 
published by responsible Associations showing the nature and estimate of 
the expenses necessarily to be incurred, 

7.3 Multiple of Rent Method 

Some States like U. P. and, for some years, Bihar and Bengal, did not accept 
the above system which after all relies on the hypothetical calculations such 
as the assessing officers’ own estimates regarding output of the district concerned 
and the prices realised for that output. Instead of going into the details of the 
value of the produce and production expenses, these States adopted for some 
years a simple method of assessment under which an agriculturist was presumed 
to have earned an income equal to a specific multiple of the rent received from 
the land, calculated at the latest sanctioned rent rates, applicable to hereditary 
tenants of a similar class of soil. The optional system was abandoned in Bihar 
in 1948 because of difficulties in fixing the operative multiple for each area 
as also on account of a noticeable abuse of this option by the assessees. 

In Bengal also the system was tried for a few years (1944-48) and then 
abandoned. In U. P., however, the system was adopted for the agricultural 
income-tax and was continued till the time when the Agricultural Income-tax 
was later converted into the Large Landholdings Tax (1957).^^ The maximum 
multiple of rent for calculating the assessable income was raised from 1\ to 
12| in the year 1953 as the value of the produce, on which the amount of 
rent was based, increased by 300 per cent since the time the previous 
assessments of rent were carried out. The Board of Revenue was authorised 
to fix the operative multiple for each district or portion thereof within the 

n It is interesting to note here that the same system has been followed while calculating 
the taxable income for the Large Landholding Tax, where the annual value of the landhold- 
ings is to be determined as a multiple of rent payable for it. 
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prescribed maxiiniim. It had also beea laid down that once an assessed 
decided to exercise the option of being assessed under this system, he would 
not be entitled to alter the method of computation of his income except 
with the permission of the Board of Revenue. Because of this provision, the 
possibility of abuse of the facility was reduced to a considerable extent. 

This method is no longer used in any of the .States currently. They follow 
the regular system of assessment, supplemented by the best of judgment method; 
the latter method is used when no elaborate accounts are maintained by the 
assessees, especially the marginal ones. 

8. The Treatment of Losses 

Not all years are alike and during certain years the assessee may have to 
suffer a loss due to natural calamities, such as drought, frost, hail, floods, 
locusts, etc. All the Agricultural Income-tax Acts make provision for dealing 
with such losses. 

The total income for the purposes of assessment is the entire income arrived 
at under appropriate heads (agricultural income from rent and produce, etc.) 
calculated and computed with due regard to exemptions, reliefs and deductions 
in accordance with relevant statutes. The total income is thus the aggregate 
income under both the heads, and as remarked by Patna High Court in con- 
nection with the assessment for the income-tax, it is a single levy and not an 
aggregate of levies calculated with reference to different sources.^^ If it is 
found that the sum on which the agricultural income-tax is payable is a negative 
quantity, under either agricultural income from rent-revenue or from agri- 
culture, the assessee shall be deemed to have sustained a loss under that head 
to that extent. Such loss is to be set off against the sum computed under 
the other head of agricultural incoane. The provision has been drawn on the 
lines of the Indian Income-tax Act (1922) Section 24, which says that the 
loss sustained in any year under any of the heads mentioned in Section 6 (z. <?., 
salaries, interest on securities, property, business, professional earnings and 
other sources) can be set off against an assessee’s income under any other 
head in that year. Where the total sum computed under both heads of agri- 
cultural income on which agricultural income-tax is payable by an assessee is 
a negative quantity, the assessee is deemed to have sustained a loss to that 
extent in that year and such loss is to be carried to the following year. If such 
loss cannot be wholly set off in the following year, the amount of such loss 
not so set off is to be carried forward to the next following year. But it is speci- 
fically mentioned in all the Agricultural Income-tax Acts that such loss cannot 
be carried forward for more than six successive years. 


is Province of Bihar vs. Hariprasad Narain Singh. 
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The question has been often raised whether discretion should be given to the 
assessee to choose the alternative of averaging his income over a number of 
years in order to cover good and bad years.^^ The averaging of incomes is 
a logical solution but as pointed out by the Taxation Enquiry Commission, it 
has practical limitations.^^ The taxable income of each of the years comprised 
in the ‘ averaging period ’ is worked out every year by dividing the aggregate 
of profits and losses by the number of years. A further tax demand is 
made or a refund of tax already paid is given, as the case may be, as a result of 
such reassessment. All the States levying agricultural income-tax disapprove 
of the system on the basis of practical limitations.^^ The general complaint 
against the system is that such averaging of income tends to ‘ ignore the 
fluctuations of prices depending upon harvest and makes the calculation 
mechanical and unreal 22 Hence, neither the taxpayer nor the State finds 
the ariaiigement satisfactory. 

The six-year carry-forward period is sometimes criticised as arbitrary. The 
period was introduced in the Central Income-tax Act on the recommendation 
of the Income-tax Enquiry Committee (1936). The arbitrariness of this period 
was recognised by the Taxation Enquiry Commission (1953-54) which recom- 
mended that the losses should be carried forward indefinitely, /. e., until they 
are fully absorbed. At present, the losses cannot be carried forward for more 
than eight years under the Central Income-tax. tiowever, no Agricultural 
Income-tax Act has accepted the eight-year period and the carry-forward is 
still restricted to six years only. As in the Indian Income-tax Act, the Agri- 
cultural Income-tax Acts do not provide for any carry back of any losses. 

The U. P. Agricultural Income-tax Act had made a special provision as 
regards agricultural losses in view of the special assessment procedure based 
upon the multiple of rent method. The extent of loss or damage caused to the 
crop was to be estimated in annas, taking sixteen annas as the normal crop. 
The rent was to be deemed to have been reduced proportionately to the loss 
reported or proved. The assessable income was reduced automatically and 
in accordance with that, relief was to be given to the assessee, 


19 See the Questionnaire issued by the Taxation Enquiry Commission, 1953-54 
Question No. 14J. 

20 T. E. C., Vol. 11, p. 67. 

21 Sec the replies given by Assam, Bihar, Orissa, and West Bengal to question No. 141, 

22 See the Memorandum by Bihar to T. E. C., Vol. IV, Fart III. 
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For illustrative purpose, the ‘ Statement of rates of depreciation ’ as given 
by the Bihar Agricultural Income-tax Rules, 1949 (Rule 3) is reproduced 
below : 


Description of buildings, implements, 
machinery and other capital assets 

Rate 

{percentage of 
prime cost) 

1. 

Kulcha buildings 


2 

Pucca buildings 


3. 

Kutcha and pucca buildings 

5 

4. 

Temporary kutcha buildings 

15 

5. 

Fencing 

5 

6. 

Pucca Road 

5 

7. 

Kutcha Road 

15 

8. 

Tanks 

5 

9. 

Pucca wells 

2^ 

10. 

Tube-wells 

6i 

11. 

Irrigation channel pucca 

10 

12. 

Irrigation channel kutcha 

20 

13. 

Wells kutcha 

33| 

14. 

Bullock-drawn wooden and leather implements 

25 

15. 

Country cart 

15 

16. 

Dunlop cart 

10 

17. 

Small hand implements 

25 

18. 

Bullock-drawn iron implements 

10 

19. 

Tractor and oil engines 

12| 

20. 

Steam engine 

5 

21. 

Tractor implements 


22. 

Workshop tools 

10 

23. 

Weighing machines 

5 

24. 

Fixed power machinery 

12| 

25. 

Power pumping machinery 

12J 

26. 

General (machinery, implements, constructions 
and furniture) not provided for above specifically 

5 


Chapter 16 


RATE STRUCTURE OF AGRICULTURAL INCOME-TAXES 

(/) Historical 


L Introductory 

This chapter aad the next are devoted to a study of the rate structure of 
agricultural income-taxes in various States. The present chapter gives a historical 
account of the rate structure and its changes in various States during the course 
of the operation of the agricultural income-taxes. The next chapter proceeds 
to analyse the rate structure bringing out its chief features and defects. 

In most of the States, the rates of levy have been laid down in the Acts 
themselves and the changes in the rate structure have been made only after 
amending the Acts. In Assam, the rates are fixed annually under the 
Finance Act. Rajasthan used to follow the same procedure when it used to 
levy the agricultural income-tax. 

2. Bihar 

When the Bihar State imposed the agricultural income-tax in 1938, its rate 
structure was based on that of the then prevailing Central income-tax, except 
for the fact that the exemption limit was higher, viz., Rs. 5,000. The rales in 
respect of incomes above Rs. 5,000 and less than Rs. 30,000 were at the same 
level as those fixed in the Indian Income-tax Act, 1922. But owing to the absence 
of supertax, the rates for incomes over Rs. 30,000 were considerably lower than 
those under the Indian Income-tax Act. The rate structure was based on the 
step system as in the Central income-tax of that period. There were thirteen 
steps in all and the rates varied from six pies to thirty pies. The highest rate 
was applicable to incomes exceeding Rs. 15 lakhs. 

The step system, as was pointed out by the Indian Income-tax Enquiry 
Report, 1936, was very defective, the rates being increased with sudden jumps.^ 
The principle of progression is capable of being more ejffectively incorporated 
in the slab-system. Hence, when in the year 1948, the Act of 1938 was replaced 
by another statute, viz., the Bihar Agricultural Income-tax Act of 1948, the 
slab-system was introduced in the rate structure and the maximum limit of the 
non-taxable income was lowered to Rs. 3,500. The very next year, the exemption 


1 See The Indian Income-tax Enquiry Report, 1936, op, ciu, p. 13. 
.. 33 .^ 
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limit was reduced to Rs. 3,000 and in addition to the tax levied at the prescribed 
rates, provision was also made for the levy of supertax on incomes above 
Rs. 25,000. In addition to the first free slab of Rs. 1,500 of the ordinary tax 
there were five slabs of the basic, the lowest and the highest rates ranging 
between nine pies and four annas. The supertax ranged from one anna to 

5 annas 3 pies divided into eleven slabs. 

Apart from the conversion of the rates into the decimal system of coinage 
in 1958, the rate structure of 1949 has remained unchanged to this day. In the 
present rate structure, there is no special rate provided for companies. In the 
case of every Hindu Undivided Family consisting of brothers and other 
coparceners, if the share of a brother is Rs. 3,000 or less, the tax shall 
be payable at the rate of 3 np. in the rupee. If the share exceeds Rs. 3,000, the 
rate is the same as is applicable to the share of such brother if he were to be 
assessed as an individual. 

3, Assam 

According to the Assam Agricultural Income-tax Act, 1939, there were thiee 
different rates for different classes of persons 

(a) Concessional rates for Hindu Undivided Families, 

(b) Ordinary rates for individuals, firms and associations of persons, 
and 

( c ) the maximum rates for the companies. ■ 

In addition to the first free slab of Rs. 1,500, there were four slabs, the rates 
varying from 9 pies to 2 annas 6 pies. In the case of companies, the highest 
ordinary rate was applicable, i. e., 2 annas 6 pies. In the case of Hindu Undivided 
Families, the rate was four pies in the rupee if the share of a brother was 
Rs. 5,000 or less. If the share exceeded Rs. 5,000, the ordinary rates were 
applicable. The exemption limit was Rs. 3,000. 

No change was introduced in the above rate structure till 1948-49. The 
Assam State was running into deficit continuously for seventeen years and in 
its frantic search for new sources of revenue the State laid hands on the agri- 
cultural income-tax. The Amendment Act of 1949 raised the basic rates of 
individuals and made two categories in the rate structure for companies. The 
exemption limi t, however, remained unchanged and so was the number of 
slabs in the individual rates. The rates for the last two slabs were raised by six 
pies and one and a half annas respectively. In the case of every company the 
total income of which was below Rs. 25,000, the same old rate, i.e., 2 annas 

6 pies was applied. In the case of other companies, having a total income in 
excess of Rs. 25,000, the first slab of Rs. 10,000 was charged at the rate of 
2 annas 6 pies and the balance was charged at the rate of 4 annas in the rupee. 
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The Fiaaace Act of 1950 changed the rate schedule slightly. The basic lates 
for individuals, firms and associations of persons remained the same. In the 
case of companies, the double rates of the previous period were abolished and 
the whole of the total agricultural income of every company was charged at 
the flat rate of four annas in the rupee. In the Finance Act of 1954, the basic 
rates were revised thoroughly and the maximum rate of six annas was made 
applicable to the incomes exceeding Rs. one lakh. The rates charged on the 
incomes of the companies were also raised in this year and again in the year 
1956, By the amendment introduced in the latter year, the flat rate of five 
annas was made applicable to incomes below Rs. one lakh and the rate of six 
annas to incomes over Rs. one lakh. The Finance Act, 1959, converted the rates 
into naye paise and revised the higher rates slightly. There were no less than 
three revisions in the rates applicable to the higher income groups from the 
year 1962 to 1964. The rates were raised and made much steeper. The rates 
charged on the incomes of the companies were also enhanced accordingly. 

4. West Bengal 

As in the Indian Income-tax Act, the assessees under the West Bengal Agri- 
cultural Income-tax Act of 1944 were divided originally into the following 
classes— (a) Companies, (b) Firms, (c) Associations of persons, (d) Hindu Un- 
divided Families, (e) individuals and (/) Rulers of Part B States. The tax was 
paid by a company, firm or other association of persons on its total agricultural 
income at the maximum rate and without any exemption limit. In the case 
of individuals and Hindu Undivided Families ( other than Hindu Undivided 
Family consisting of brothers only) or a Ruler of Part B States, the exemption 
limit was Rs. 3,500.^ There was an important provision in the Act, viz,, that no 
tax was payable on the agricultural income derived from a holding not exceeding 
hundred standard bighas personally cultivated by the individual or the family, 
provided that the said holding was the only source of agricultural income of 
the individual or family. 

The basic rates for individuals had six slabs, the rates ranging between 9 pies 
to 2 annas 6 pies in the rupee. The maximum rate was applicable to the 
companies, firms and other associations of persons. The West Bengal Agri- 
cultural Income-tax (Amendment) Act, 1949, reduced the exemption limits 
fromRs. 3,500 and 100 standard bighas to Rs. 3,000 and 80 standard bighas 
respectively - without making any change in the rates. However, in the very 
next year the rates were enhanced. The number of slabs remained unchanged, 
but the rates applicable for the upper four slabs were raised slightly, making 


2 The Bengal Land Revenue Commission, on whose recommendation Bengal introduced 
the agricultural income-tax, suggested the limit at Rs. 2,000 and proposed that Rs. 1,000 
should be the limit unless an arrangement can be made to collect the tax on incomes exceed- 
ing Rs. 2,000 which are partly agricultural and partly non-agdcultural (p. 63). 
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the maximum rate four annas in the rupee. In accordance with this change, 
a flat rate of four annas was charged to the companies, firms and other 
associations of persons. 

The rate schedule was amended in January 1958. No change was 
introduced in the individual rates except that the 1949 rates were converted 
into naye paise. In the case of Hindu Undivided Families, however, two 
categories were formed: firstly, the Hindu Undivided Families consisting of 
brothers only, and secondly, other families. In the former case, the rate of two 
np. was to be charged if the share of a brother was below Rs. 3,000. In aU 
other cases, the individual rates were applicable. The flat rate for the com- 
panies, finns and other associations of persons was raised substantially, yiz. 
from 25 np. to 40 np. in the rupee. 

No change has been made in the rate schedule since then. 

5. Orissa 

Originally, when the agricultural income-tax was imposed in 1949, the rates 
were graduated on a sliding scale starting with six pies and terminating with 
three annas in the rupee. The exemption limit was set at Rs. 5,000. The first 
free slab was Rs. 3,000 and the first taxable slab was of Rs. 2,000 and the 
schedule consisted of seven slabs. By the Orissa Agricultural Income-tax 
(Second Amendment) Act of 1952, the rates were made very much steeper on 
incomes above Rs. 15,000. There were no less than fifteen slabs and the rate 
charged to the maximum slab of income, z. e., to the income exceeding 
Rs. 1,50,000 was 12 annas 6 pies. In the case of Hindu Undivided Families 
consisting of brothers, a concessional rate was allowed. If the share of the 
brother was Rs. 5,000 or less, a flat rate of three pies was levied and if the 
share exceeded Rs. 5,000, the rate was the same as if he were assessed as an 
individual. No separate rate for the companies was provided. The position is 
unchanged uptil now. 

6. Uttar Pradesh 

The rate schedule of the agricultural income-tax in Uttar Pradesh, which 
remained unchanged for six years since the tax was imposed in 1948, consisted 
of the basic rates and supertax rates. The basic rates for individuals, Hindu 
Undivided Families and firms ranged between one anna to four annas fixed 
for the four slabs excluding the first free slab. A company was charged at the 
rate of four annas in the rupee. The supertax rate schedule, as applicable to 
individuals, consisted of eleven slabs, the first slab of Rs. 25,000 being 
treated as a free slab. The maximum rate of 5 annas 6 pies was charged to the 
income exceeding Rs. l,45,00fl. Registered co-operative societies were given 
the concession that no supertax was levied for the first slab of Rs. 25,000 and 
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the balance was charged at the flat rate of one anna in the rupee. The supertax 
applicable to a company was one anna in the rupee in addition to the basic 
rate of four annas. 

The non-taxable exemption limit was Rs. 3,000. In addition to this, a person 
who cultivated not more than fifty acres of land was exempted from the tax. 
By a later amendment (1953) the exemption as regards the number of acres of 
land was reduced to 30 because the Uttar Pradesh Zamindari Abolition Act, 
1950, fixed the optimum unit of land at 30 acres;^ Other provisions regarding 
the rates remained imchanged. However, the rate schedule was reorganised in 
the very next year. The exemption limit was raised from Rs. 3,000 to Rs. 4,200. 
The supertax was abolished and instead, the basic rates were enhanced, 
the maximum rate being fixed at ten annas in the rupee on the incoipe 
exceeding Rs. 35,000. The new rate schedule was introduced in order to simplify 
the rate structure. 

The U. P. Agricultural Income-tax Act was replaced in 1957 by the U. P. 
Large Landholdings Tax Act. The latter tax is based on the annual valuation 
of land and in that sense, it is essentially a property tax.^ The exemption limit 
has been fixed at Rs. 3,600 as against Rs. 4,200 in the Agricultural Income- 
tax Act. A cultivator who cultivates 30 acres or less is exempted from the tax. 
The Large Landholdings Tax has been in operation in U. P. since then. 

7 . Kerala ( Travancore-Cochin ) 

The Travancore Agricultural Income-tax Act came into effect from 1943. 
The exemption limit was fixed at Rs. 5,000 and the rates were made progressive 
on the step system ranging from 3-4 pies to 20 pies in the rupee, the latter rate 
being applicable to incomes exceeding one lakh of rupees. By 1946, the 
introduction of the Basic Tax on Land necessitated a revision of the agricultural 
income-tax. The original Act was repealed and the agricultural income-tax 
was made assessable along mih the Travancore State income-tax with the same 
rates. The system was continued for the next three years, but with the taking up 
of the Travancore State income-tax by the Central Government, the power to 
levy the tax on agricultural incomes was left with the State. 

In the former Cochin State, the agricultural income-tax was introduced as a 
purely temporary measure. The rate schedule was complex: for the basic rates, 
there were thirteen slabs, the highest rate of eight annas being charged to incomes 
exceeding Rs. 1| lakhs. The exemption limit was Rs. 3,000. In the case of a 
family which was impartible in law or custom, an additional allowance was 


3 Objects and Reasons, Uttar Pradesh Agricultural Income-tax (Amendment) Act, 1953, 

4 ‘‘ This is not income-tax but property tax in the true sense of the term. ” Assembly 
Debates Proceedings, 12 September 1957. 



262 


AGRICULTURAL TAXATION 


given at the rate of Rs. 250 for every member and a maximum of Rs. 2,500 for 
all the members put together. 

The two States of Travancore and Cochin were merged with effect from 
1 July 1949. For one year, both the States operated the tax in accordance 
with their separate rate schedules. The Union was integrated with the rest of 
of India with effect from 1 April 1950. In consequence, the non-agricultural 
income-tax was taken over by the Central Government. There was no Basic 
Land Tax in Cochin as in Travancore. The pattern of the agricultural income- 
tax was also different in both the States. Hence, the Travancore-Cochin Govern- 
ment extended the Basic Land Tax to Cochin and introduced the Travancore- 
Cochin Agricultural Income-tax Act, 1951, in order to bring uniformity in 
the whole Union.^ 

In this Act, the exemption limit was Rs. 3,000 for the individuals and 
Rs. 6,000 for the Hindu Undivided Families. The basic rate schedule consisted 
of five slabs in addition to the first free slab of Rs. 1,500. The maximum rate 
was four annas which was also applicable as a flat rate to a company. There 
was also a supertax, which was applicable to incomes exceeding Rs. 25,000. 
The highest rate charged to the incomes in excess of Rs. one lakh was six 
annas in the rupee. For companies, the supertax was charged at the rate of 1| 
annas for the whole of the total agricultural income. In the Amendment Act 
of 1955, both the basic and supertax rates were raised slightly. As regards 
the basic rates, the number of slabs was reduced to five and the rates were 
raised slightly for the third and fourth slabs. The supertax rates were also 
modified, raising the rates by six pies for all the slabs except the first. The 
supertax rate for a company was fixed at two annas in the rupee on the whole of 
the total agricultural income. 

The rates were revised thoroughly after the re-organisation of the Travancore- 
Cochin State. The area of Malabar was included in the new Kerala State and 
the agricultural income-tax was extended to that area. The exemption limit 
was kept unchanged at Rs. 3,000. The new schedule enhanced the rates appli- 
cable to the third and the fourth slabs. The structure of supertax rates was 
revised completely. All the six slabs were subjected to enhanced rates, the 
mirumum and the maximum being 12 np. and 41 np. respectively. In the case 
of every company, the supertax was levied on the five slabs ranging from the 
income below Rs. one lakh and that in excess of Rs. twenty lakhs. The minimum 
and the maximum rates were 12 np. and 37 np. respectively. One more peculiarity 
of the new rate schedule was the imposition of surcharge on the basic tax and 


S The Indian States Finances Enquiry Committee, in its Second Interim Report (1948* 
49), had recommended the extension of the agriciUtural income-tax law of Cochin (which 
was simpler than that of Travancore) to the whole Union, keeping the Travancore rates 
unchanged (p. 17). It seems that the new Act followed these suggestions with certain modi- 
fications. 
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the supertax in accordance with the Kerala Surcharge on Taxes Act, 1957. The 
surcharge was levied at the rate of five per cent of the tax payable each year. 

By the Amendment Act of 1960, the exemption limit was raised from 
Rs. 3,000 to Rs.3,600 with a view to avoiding the difficulty of assessing the 
incomes of the small landholders. Provision was also made for the composition 
of the agricultural income-tax. When the total agricultural income of the 
assessee for the previous year did not exceed Rs. 5,000, he was allowed to 
compound the tax payable by him for a consolidated payment of Rs. 75. 
The Kerala Plantation ( Additional Tax ) Act was also passed in the same 
year. This Act levied the tax on all plantations above five aci'es with the 
provision that the first two acres would be exempted and the remaining land 
would be charged at the rate of Rs. 8 per acre. This additional charge 
compensated to some extent the concessions given in the agricultural 
income-tax rate schedule. 

8. Hyderabad {Andhra Pradesh) 

The Hyderabad Agricultural Income-tax Act came into force from 1 April, 
1950. Prior to this, the agricultural income was being taxed in the Hyderabad 
State according to the provisions of the Hyderabad Income-tax Act, 1357 F., 
i. e., A. D. 1947-48. The exemption limit was Rs. 10,000. From January 1950, 
when Hyderabad State acceded to the Indian Union, the Central Government 
took over the non-agricultural income-tax and left the tax on agricultural 
incomes to the State. There were five slabs under the Hyderabad Agricultural 
Income-tax Act of 1950, the rates varying from six pies to three annas in the 
rupee. Concessional rates were charged to the incomes of the Hindu Undivided 
Families. The exemption limit was reduced to Rs. 5,000 in 1955-56. 

The Budget of 1956-57 showed a deficit of Rs. 4‘30 crores. The Finance 
Minister declared that “ the State cannot possibly sustain for a long time 
deficits of this magnitude.”® Hence, the rates were slightly stepped up. The Re- 
organisation of the States on 1 November, 1956 led to the formation of the new 
State of Andhra Pradesh comprising the Telangana Region of the composite 
Hyderabad State and the Andhra State. The Hyderabad Agricultural Income- 
tax Act, with a reduced exemption limit of Rs. 3,000, was continued only in 
the Telangana region. However, it was repealed in the year 1957 when the 
Andhra Land Revenue (Surcharge) Act was re-enacted with a view to aug- 
menting the revenue yield. The Hyderabad Agricultural Income-tax Act was 
continued in the Marathwada region which formed part of the erstwhile Bombay 
State, but it was abolished in Api'il, 1958. 


6 Budget Speech, 1956-57. 
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The Rajasthan Agricultural Income-tax Act of 1954 consisted of both the 
basic and the supertax. The slabs for the basic schedule were four in addition 
to the first free slab of Rs. 2,000, the rates ranging from six pies to 28 pies. No 
supertax was levied on the first slab of Rs. 30,000. The supertax rates ranged 
from one anna to 5 annas 3 pies, the maximum rate being applicable when the 
income exceeded Rs. 1,55,000. The exemption limit was Rs. 6,000. A special 
feature of the Act was that a person owning sixty acres of irrigated land or 
180 acres of imirrigated land was not required to file his return of total 
income. 

In the 1957-58 budget, the exemption limits were reduced to Rs. 4,000 along 
with those of 40 acres irrigated land and 120 acres imirrigated land. The rate 
schedule too was revised slightly. The size of the first free slab and the first tax- 
able slab were changed to Rs. 1,500 and Rs. 3,500 respectively. The minimum 
rate was raised slightly, viz., 4 np. The maximum rate was fixed at 25 np. The 
first slab of the supertax schedule was reduced to Rs. 25,000 and the maximum 
rate was raised to 35 np. In the case of every company, the whole agricultural 
income was charged at the rate of six np, in the rupee. 

However, in March, 1960, the death knell of the agricultural income-tax was 
rung. The Rajasthan Agricultural Income-tax (Amendment) Act was introduced 
in the State Legislature on March, 1960 with a view to abolishing the levy of 
agricultural income-tax with effect from 1 April, 1960. The Government 
proposed to replace the agricultural Income-tax by levy of a surcharge on 
land revenue in pursuance of the recommendations of the Rajasthan Finance 
Enquiry Committee,^ 

10. Madras 

Originally, when the Government introduced the Madras Plantations Agri- 
cultural Income-tax Act in 1955 on the recommendations of the Land Revenue 
Refomis Committee, there was a special provision for supertax, but the Select 
Committee opposed it on the ground that the tax was being levied for the first 
time in the State. The exemption limit was Rs. 3,000. In addition to that, plan- 
ters owning not more than five acres if used for growing tea or not, more than 


7 The Rajasthan Agricultural Income-tax ( Amendment ) Act was passed in 1961 with 
a provision for the permission to compound the tax payable by the asscssecs. Irrigated 
land ranging from 50 acres to 120 acres in the eight slabs is chargeable at the rate 
ranging from one rupee to four rupees per acre. For the purposes of the rates, three acres of 
unirrigated land is to be deemed to be one acre of irrigated land. The Act was meant for the 
quick disposal of arrear assessments as well as for providing relief to the assessees in the 
payment of tax. 



RATE STRUCTURE OF AGRICULTURAL INCOME-TAXES 265 

15 acres if used for growing any other crop, had been completely exempted from 
the payment of the agricultural income-tax. There were seven slabs in the rate 
schedule; the minimim and the maximum rates being nine pies and 5| annas 
respectively. There was one novel provision in the Act. Persons owning not 
more than 20 acres in the case of tea and not more than 60 acres in the case of 
other crops had been given the option to compound the agricultural income-tax 
at concessional rates. In the case of a company, a fiat rate of 5| annas was 
charged on the whole of the total agricultural income. 

The basic rates were raised in the budget of 1957-58. The rates for the first 
taxable slab remained the same; but those of higher five slabs were raised 
slightly; for the four slabs the rates were raised by 5 np.; and for the last slab, 
by 10 np. The very next year, when the Madras Government extended the scope 
of the tax to all types of landholdings, the rates were kept unchanged. However, 
the exemption limit was enhanced to Rs. 3,600. The first two slabs also were 
rearranged, making them Rs. 3,600 and Rs. 1,400 respectively. Companies 
were charged at the maximum rate of 45 np. In addition to the exemption of 
Rs. 3,600, persons owning 12|- standard acres and less were altogether exempt 
from the levy. Persons holding not more than 50 standard acres were, however, 
given the option to compound the agricultural income-tax payable by them and 
to pay in lieu thereof a lump sum at the rate ranging between Rs. 4* 50 to Rs. 15 
per standard acre. 

The position has remained unchanged since then. 

11. Mysore 

The Mysore Legislative Assembly passed the Mysore Agricultural Income- 
tax Bill in April 1955 which made provision for the levy of a tax on agricultural 
income from lands used for growing commercial crops. For the purposes of the 
Act, groundnut, sesamum, cotton, cocoanut, sugarcane, chillies, coriander, garlic, 
potato, onion, tobacco, ganja, rubber, tea, coffee, cardamom, pepper, grapes, 
linaloc, areca, plantain, mango, mulberry and orange were treated as commercial 
crops. 

The Act exempted from taxation agricultural income below Rs. 4,200 
or income derived from ‘ first class ’ land below one hundred acres or from 
‘ equivalent extents ’ (as specified in Part 11 of the schedule of the Act) of the 
other classes of the land. The exemption limit for Hindu Undivided Families 
was Rs. 8,400. In the case of companies, the tax was to be charged at the 
maximum rate of five annas on the whole of the total agricultural income. 
There were six taxable slabs, the rates varying from six pies to five annas. 
An interesting feature of the Act was the classification of lands used for 


... 34 .. 
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growing commercial crops into eight classes according to the particular crops 
cultivated on such lands. The Act also prescribed the formulae for 
determining the ‘ equivalent extents ’ of land of different classes. This 
classification of land was designed to help in determining the extent of land 
entitled to exemption from the agricultural income-tax. There was also the 
provision for the lump sum rates for composition of the agricultural in- 
come-tax. These rates ranged from one rupee to nine rupees per acre. 

In pursuance of the recommendations of the States Reorganisation 
Commission, Mysore State was formed by the Integration of the areas from the 
States of Madras, Hyderabad, Coorg and Bombay with the original Mysore 
State. In integrated areas of the new State of Mysore, except in the Bombay 
area where the agricultural income-tax was not levied, different sets of laws 
were in operation. Before the passing of the Mysore Agricultural Income-tax 
Act of 1957, four Acts concerned with the tax were in force in the 
following areas of the State: 

(1) The Mysore Agricultural Income-tax Act, 1955, for Mysore area; 

(2) The Madras Plantations Agricultural Income-tax Act, 1955, for South 
Canara District and Kollegal Taluka; 

(3) The Hyderabad Agricultural Income-tax Act, 1950, for the Hyderabad 
area newly attached to the Mysore State; and 

(4) the Coorg Agricultural Income-tax Act, 1951, for Coorg district 
transferred to the Mysore State. 

The Mysore Agricultural Income-tax Act of 1957 sought to consolidate the 
laws providing for the levy of the agricultural income-tax in different areas. The 
new Act was only restricted to the levy of a tax on agricultural income from 
lands on which commercial crops were raised. With a view to promoting the 
production of food crops, the income from such crops had been exempted 
from the levy. Subsidiary crops had also been exempted from the purview 
of the tax. The new rate schedule consisted of ten slabs in all, the first free slab 
being Rs. 1,000 and the remaining slabs being chargeable at rates ranging from 
3 np. to 40 np. The exemption limit was Rs. 3,500. A person who derived 
agricultural income from not more than fifty acres of the eighth class of 
land or an extent equivalent thereto consisting of any one or more of the 
classes specified in Part 11 of the Act, was also exempt. For Hindu Undivided 
Fantilies, the exemption limit was Rs. 7,000. 
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The classification of lands was made as under : 


J, Classification 

First class 
Second class 
Third class 


Fourth class 

Fifth class 

Sixth class 
Seventh class 
Eighth class 

B, Equivalent Extent 


Land used for growing grapes. 

Land used for growing areca. 

Land used for growing chillies (irrigated), ginger, 
mulberry (irrigated), plantain ( irrigated), potato 
(irrigated), sugarcane, tobacco (Nippani and 
Virginia) or turmeric. 

Land used for growing chillies (non-irrigated), 
cocoanut, cotton (irrigated), garlic, onion or 
potato (non-irrigated). 

Land used for growing tobacco (other than 
Nippani and Virginia). 

Land used for growing mulberry (non-irrigated). 
Land used for growing mango. 

Land used for growing coriander, cotton (non- 
irrigated, groundnut or sesamum). 


50 acres of 8th class of land = 25 acres of 7th class =18 acres of 
6th class = 15 acres of 5th class = 12 acres of 4th class = 6 acres of 3rd 
class = 5 acres of 2nd class = 3 acres of first class of land. 


Concession for the lump sum rates for the composition of the agricultural 
income-tax was continued with certain modifications in the rates. Any person 
who derived agricultural income from land not exceeding 150 acres in extent of 
the 8th class of land or an extent equivalent thereto consisting of any one or 
more of the classes of land specified above was allowed to pay in lieu of agri- 
cultural income-tax payable by him, a lump sum rate. The rate was two rupees 
per acre of the eighth class of land. 

Another important feature was that the Act distinguished between earned and 
unearned income. It was provided that the tax was not payable by an assessee 
in respect of such portion of his total agricultural income earned by his labour. 
The earned income exemption limit was to the extent of ten per cent of the 
aggregate income taxable or Rs. 4,000 in the case of Hindu Undivided Families 
and Rs. 2,000 in other cases, whichever was less. 
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The Act of 1962 introduced certain changes in the rate-schedule. In addition 
to the ordinary rates, supertax was levied on incomes exceeding Rs. 25,000. 
The supertax was also charged on the incomes of the companies above Rs. one 
lakh. 

12. Madhya Pradesh {Bhopal - Vindhya Pradesh) 

Madhya Pradesh as constituted under the States Reorganisation Act of 1956 
comprises the Mahakoshal area of the former Madhya Pradesh, practically the 
whole of the Madhya Bharat and the former State of Vindhya Pradesh and 
Bhopal and Sironj Tehsil of Rajasthan. The agricultural income-taxes levied in 
the former Vindhya Pradesh, Bhopal and Sironj Tehsil were continued after the 
reorganisation. The Rajasthan Agricultural Income-tax Act of 1954 was appli- 
cable to the Sironj Tehsil. Other tv/o areas had their own statutes for the purpose. 
In the former Part C States, Bhopal had taken a lead in imposing the agri- 
cultural income-tax. The exemption limit was Rs. 3,000 and has remained the 
same till now. There were five slabs in the basic rate schedule, the rates 
ranging from one anna to four annas. There was also supertax levied on the 
income exceeding Rs. 25,000, the rates varying from one anna to 5 annas 3 pies. 
In the case of companies, a flat rate of four annas along with the flat rate of one 
anna supertax was levied on the whole of the total agricultural income. 

The Vindhya Pradesh agricultural income-tax rates are the same as in 
Bhopal. All other provisions also are, more or less, the same. 

13. Original Rate Structures and their Subsequent Revision 

The agricultural income-taxes were imposed in the various States with a 
view to augment the revenues. The measure was thus revenue-oriented and 
the subsequent changes in the rate structure were introduced with that 
purpose. However, if we analyse the incidence of agricultural income-taxes on 
certain categories of agricultural incomes by the original rates and the present 
rates in the States which have been levying the tax at present, certain curious 
results follow. 

Table 1 shows that the first two categories of agricultur al incomes, L e. 
Rs. 5,000 and Rs. 10,000 have not been affected much by the subsequent revision 
of the rates. The lowering of the exemption limits as well as the enhancement 
of the rates has raised substantially the incidence on the higher categories 
of incomes with the exception of the Mysore State. In other words, the rates 
in most of the States were enhanced considerably in respect of the upper 
income brackets only when the revision of the rates took place. 

Now it is a well-known fact that the maximum concentration of assessees is in 
e income ranges below Rs. 20,000. According to the All India Income-tax 
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Revenue Statistics, there were 90 per cent of the total assessees in these ranges 
in the year 1958-59. The assessees with income below Rs. 10,000 were 72.7 per 
cent in that year. The same percentage was 72.2 in the year 1959-60.^ In the 
case of the Bihar Agricultural Income-tax, the assessees having less than 
Rs. 10,000 formed 87.07 per cent of the total assessees in the year 1957-58* 

Hence, the conclusion is inevitable that though the measure was originally 
revenue-oriented, the subsequent revision of the rates did not conform to that 
goal. When the introduction of the land reform measures gave a serious set-back 
to the revenues from the agricultural income-tax in some of the States, e. g. 
Uttar Pradesh, Orissa, etc., the rates on the upper slabs were raised in order to 
compensate the loss of revenue. Obviously, not a single piece of legislation 
directed towards raising the rates could offer these States the pre-Zamindari- 
abolition receipts. In consequence, the Stales such as U. P., Andhra Pradesh 
and Rajasthan abolished the agricultural income-tax. 

Barring the case of the Mysore State,, the general trend in the revision of the 
rates has been upward. Apparently, the U. P. Agricultural Income-tax 
(Amendment) Act of 1954 points to the opposite direction, as it raised the 
exemption limit from Rs. 3,000 to Rs. 4,200 and abolished the supertax from 
the rate schedule. After close analysis of these rates, however, one is forced 
to the conclusion that the latter rates are actually sleeper as compared to 
the previous ones.'^ 

The States where very large portion of the total receipts was derived from 
plantations enhanced more specifically the rates on companies. In the case of 
Assam, the original flat rate for companies was 2- annas per rupee on the 
whole of the total agricultural income. It has been raised to 57 np. applicable 
to the incomes in excess of Rs. two lakhs. In Kerala, the original rate for 
the companies was 5| annas in the rupee, taking basic and supertax together. 
Later, it was enhanced substantially. The case of Madras is also an instance 
to the point. Other States have apparently not taken any special interest in the 
company rates. 

It seems that no serious attempt was made except for some enhancements 
at a preliminary stage by Bihar, Assam and West Bengal, to make the rates of 
the agricultural income-tax stand on a par with those of the central income- 
tax. The States’ rate structure remained unrelated to the Union income-tax 
rates. At present, there is no uniformity in exemption limits and the rates. As 
shown in Table 1, the incidence of the agricultural income-tax varies widely in 
the different Stales. The detailed examination of these rates is reserved to the 
next chapter. 


s All India Income-tax Revenue Statistics, Central Board of Revenue, Government of 
India, 1958-59 and 1959-60. 

9 To explain this in concrete terms, a person with an income of Rs. 30,000 would 
have paid Rs. 4,563.75 under the U. P. Agricultural Income-tax Act 1948. Under the 1954 
amendment, he would be paying Rs. 6,468.75, /. e., Rs. 1,905 more. 



Chapter 17 


RATE STRUCTURE OF AGRICULTURAL INCOME-TAXES 

(//) Analytical 


L Introductory 

As the position stands today (1964-65) there is no uniformity either in ex«^ 
emption limits or in rates of agricultural income-tax. Different rates are appIL 
cable to different types of assessees in different States. These rates can be classi- 
fied into four categories; viz, 

A, Ordinary rates applicable to individuals, firms or other associations 
of persons. In addition to these rates, supertax rates exist in Bihar, Kerala, 
Mysore and Bhopal- Vindhy a Pradesh. 

B, Concessional rates in the case of Hindu Undivided Families consisting 
of brothers only. 

C. Maximum rates for companies. Supertax on companies is also 
levied in Kerala, Mysore and Bhopal-Vindhya Pradesh and 

D. Lump-sum rates for composition of agricultural income-tax. 

2* Classification of Rates 

The above four categories of rates are analysed below. An attempt will be 
made to bring out the defects of the rate structure of the agriculture income- 
taxes. Wherever necessary, comparison of these rates with those of the central 
income-tax will be made. 

2.1 Ordinary Rates 

The first slab of Rs. 1,500 of the total agricultural income is exempted from 
tax in a large number of States. However, in Orissa and Madras, the first slabs 
ofRs. 3,000 and Rs. 3,600 respectively are exempted from the tax. The most 
common rate of levy on the first taxable slab is 5 np. in the rupee, the minimum 
being 3 np. in Orissa and Mysore, then 4 np. in Assam and the maximum in 
Bhopal-Vindhya Pradesh, which is 6 np. 

As regards the rates on the highest slab, Orissa rates seem to be most un- 
favourable to high income brackets. When the income exceeds Rs. 1,15,000, the 
assessee has to pay 78 np. in the rupee, even though there is no supertax as such. 
Next comes Kerala, where the highest rate of 66 np. plus the surcharge of five 
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per cent of the total tax payable becomes applicable on incomes exceeding one 
lakh. The maximum rate is lowest in West Bengal, being 25 np. only, appli- 
cable to incomes exceeding Rs. 20,000. Here the high income brackets escape 
lightly. Next comes the Madras State, where 45 np. are charged for the income 
in excess of Rs. 25,000. 

The most striking feature of all the rate schedule is the complete absence of 
the personal allowance in respect of the family status. The basic indicators of 
the person’s ability to pay include income as well as his family status. The ability 
to pay should be judged with reference to the number of dependents. The 
domestic circumstances of the married assessee should be taken into account 
in determining the amount of tax payable by him. This principle was totally 
neglected by the Income-tax Law till 1957-58. The Central Finance Act (No. 2) 
of that year, however, has fixed the personal allowance in the case of unmarried 
and married persons at Rs. 1,000 and Rs. 3,000 respectively; besides, a children 
allowance of Rs. 300 in the case of one child and Rs. 600 in the case of more 
than one child has been provided for,^ Such provisions are totally absent in any 
of the Agricultural Income-tax Acts. The total agricultural income, irrespective 
of the family obligations, is taken as the true criterion of ability. The hardship 
in case of agricultural income-tax is definitely more as the dependence on land 
is almost irrevocable. The family is attached to the land psychologically. 
Moreover, the average size of the rural household in all the expenditure groups 
is higher than that of the urban household.^ In this context, the necessity of 
granting the family allowance is much greater. 

We also find that tax rates, as prescribed by the Agricultural Income-tax 
Acts of the different States, are relatively lower on incomes in the lower brackets. 
As we have seen in the last chapter, the first two brackets of income contain the 
largest number of assessees. The incidence of rates applicable to the first two 
taxable slabs fonn less than four per cent and less than eight per cent of the total 
assessable income respectively. In some States, viz., Orissa, Madras and Mysore, 
the assessees getting an income of Rs. 5,000 have to pay less than two per cent by 
way of the tax. The persons falling under the second category, L e., those having 
income of Rs. 10,000, have to pay not more than four per cent of their income 
as tax in Orissa and Mysore States. On the other hand, the rates applicable to 
the higher income brackets in the States such as Orissa are very heavy,^ 


1 However, the allowance is not admissible to persons with income over Rs. 20,000. The 
marriage allowance in their case is also withdrawn. 

2 See Taxation Enquiry Commission^ Vol. I, Chapter IV, Appendix I, 

3 The higher exemption limit and the first free slab of Rs. 3,000 in Orissa are, as remarked 
by the Orissa Taxation Enquiry Report, ‘not in consonance with the principles of progression 
in or in line with the procedure followed in respect of non-agricultural, incomes See Report^ 
Finance Department, Government of Orissa, 1961, p, 125. 
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The progressivity in West Bengal and Madras rates is markedly discontinuous. 
With a view to providing for smooth graduation, brackets should be smaller at 
the lower levels and at the top of the range the relative width of the brackets 
should be made more uniform. There is an absence of a systematic break-up 
of the slabs in most of the States. 

2.2 Concessional Rates for Hindu Undivided Families 

A Hindu Undivided Family or ‘ Marumukkham Tarwad ’ as is called in 
South India, is a unit peculiar to the Hindu society. It is an association of in- 
dividuals related to one another by ties of blood, living together under a single 
roof and owning the property jointly. The family is regarded as a single unit 
and the income belongs to all the members of the family. The special position 
of the Hindu Undivided Family was recognised by the Income-tax Enquiry 
Committee^ and also by the Income-tax Investigation Commission.® 

As in the Central income-tax, the Hindu Undivided Family has been given 
a preferential treatment in most of the States. The income of the Hindu Un- 
divided Family is generally assessed as that of a single individual, but is taxed at 
specially low rates if the family consists of brothers only and if the share of each 
individual brother is less than the prescribed amount. In Bihar, Assam, West 
Bengal and Orissa, the brother’s share of total agricultural income is subjected 
to lower rates of taxation solely with a view to discouraging subdivision of 
property. Kerala and Mysore give special treatment to Hindu Undivided 
Family by allowing higher exemption limit, v/z., twice the limit ordinarily 
specified. Madras does not offer any concession to such families. Thus it seems 
that no uniform system in the treatment of the Hindu Undivided Family has 
been adopted by the States. It is true that any special concession given to the 
Hindu Undivided Family is bound to be arbitrary; in some cases, where the 
families consist of several brothers, the exemption limits granted in Kerala and 
Mysore would be considered low. Under such circumstances, the concession 
given in the rates as in Bihar, Assam, West Bengal and Orissa, seems to be more 
desirable. 

2.3 Rates for Companies 

There appears to be much confusion regarding the correct pattern of rating 
for companies in some States. The complications arising out of the legal pro- 
vision and economic interpretation as regards the ^ corporation tax ’ have also 
contributed to that confusion. 


4 

5 


The Report of the Income-tax Enquiry Committee^ 1936, op. cit., p. 24. 

The Report of the Income-tax Investigation Commission^ op. cit., pp. 65-68. 


... 35 .. 



274 


AGRICULTURAL TAXATION 


In Bihar and Orissa, the rates for companies are not given separately and it 
appears that the agricultural income of a company is treated like that of an 
individual and is assessed as such. In that case, the supertax charged for the 
individuals in Bihar State is equally applicable to the companies. In Kerala, 
the tax on companies has been levied in two parts : The agricultural income-tax 
is levied at a flat rate of 25 np. which is the maximum ordinary rate for the 
individual assessees; the supertax is levied according to the rates which are 
progressive and follow the slab system. They are as follows : 


1 . Upto Rs. one lakh 

2. Next Rs. two lakhs 

3. Next Rs. seven lakhs 

4. On the balance 


- 12 np. in the rupee. 

- 19 np. in the rupee. 

- 25 np. in the rupee. 

- 31 np. in the rupee. 


In Mysore, the agricultural income-tax is levied on companies at a rate of 
40 np. In addition to this flat rate, the progressive supertax is levied on the 
incomes of the companies. The rates are as follows : 


1 . Upto Rs. one lakh 

2. Next Rs. two lakhs 

3. Next Rs. two lakhs 

4. Next Rs. five lakhs 

5. On the balance 


- Nil 

5 np. in the rupee. 

- 10 np. in the rupee. 

- 15 np. in the rupee. 

- 20 np. in the rupee. 


Bhopal-Vindhya Pradesh area of the Madhya Pradesh levies both the agri- 
cultural income-tax and supertax on companies. The agricultural income-tax 
is charged at the rate of 25 np. in the rupee on the whole of the total agricultural 
income of a company. The rate of supertax is one anna in the rupee. 

Other States do not levy the supertax on companies. Normally, the rate of 
the agricultural income-tax chargeable to companies is the maximum rate in 
ordinary rate schedule. 

Under the Central Income-tax Act, companies are subject to income-tax as 
well as supertax; the supertax on companies is known as the Corporation 
Tax. Before passing of the Central Finance Act of 1959, the Indian Income- 
tax Act accorded a different treatment to corporate income in the hands 
of the shareholder in respect of the income-tax and the Corporation 
Tax. The nature of income-tax paid by companies was different in the sense 
that the tax was deemed to have been paid on behalf of the shareholders and 
was deducted from the dividend payable to the shareholders. In the assessments 
of the latter, the dividends received by them were included in their income 
after being ‘ grossed ’ and they were credited with the amounts deemed to 
have been paid by the company on their behalf. The same practice was 
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followed by the State Agricultural Income-tax Acts before the famous ruling 
of the Supreme Court in the case of Mrs. Guzdar versus Commissioner of 
Income-tax, Bombay. Before pointing out the complications introduced by 
the said ruling in respect of agricultural income-tax on companies, we 
might refer to the definition of ‘ Corporation tax 

' Corporation tax’ is defined in Article 366 (6) of the Constitution as follows : 

'' ‘ Corporation tax ’ means any tax on income, so far as that tax is payable 
by Companies and is a tax in the case of which the following conditions are 
fulfilled : 

(a) that it is not chargeable in respect of agricultural income ; 

(b) that no deduction in respect of the tax paid by companies is, by any 
enactments which may apply to the tax, authorised to be made from 
dividends payable by the companies to individuals; 

(c) that no provision exists for taking the tax so paid into account in 
computing for the purposes of Indian Income-tax the total income of 
individuals receiving such dividends, or in computing the Indian income- 
tax payable by, or refundable to, such individuals.” 

The above attributes of the corporation tax are the same as that of supertax 
on companies which is defined in Section 55 of the Income-tax Act as an 
* additional duty of income-tax’.^ 

It is then clear that under the Constitution any tax levied on agricultural 
income of a company is not ‘ Corporation tax 

While determining whether dividends paid to the shareholders of a company 
should be treated as agricultural or non-agricultural income, the Supreme Court 
in the above-mentioned case ruled that the dividends are not agricultural income 
and therefore chargeable to the Central income-tax. Due to this important 
decision, the basis in the case of agricultural income of companies has gone 
through a fundamental change. The dividends received by shareholders out of 
the agricultural income of a company are not assessable under the State Agri- 
cultural Income-tax Act. Hence, the tax is not to be paid by the agricultural 
income-earning company on behalf of its shareholders. At present, there is no 
provision in any of the State Agricultural Income-tax Acts for refund or ad- 
justment of the tax paid by the company to the agricultural income of the 


6 l 0 fact, the Taxation Enquiry Commission (1953-54) suggested that the term ‘ supertax ’ 
in the Income-tax Act should be changed to ‘ corporation tax ’ in order to avoid any possible 
misunderstanding as to the nature of ‘ supertax * on companies. Report, Vol. II, op. cit^ 
p. 150. 
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shareholders. This position is analogous to that in the Indian Income-tax Act 
(as amended in the year 1959). The Central Finance Act of that year abolished 
the legal fiction of deeming income-tax paid by a company on its distributed 
profits as having been paid on behalf of its shareholders . In consequence, the 
tax liability of the shareholder has been completely delinked from the tax 
borne by the company. The income-tax and supertax applicable to both the 
agricultural and non-agricultural companies have become ‘ Corporation tax \ 
Although the agricultural income-tax levied on the companies has all the 
characteristics of a corporation tax, constitutionally we cannot call it so. Thus 
all taxes levied on companies by the State Agricultural Income-tax Acts are 
now corporation tax in the economic sense, though legally they are agricultural 
income-tax. 

The rate pattern applicable to companies in Bihar, Kerala and Mysore 
is defective in the light of the new development. Economically, the corporation 
tax is a privilege tax so that an exemption limit and the progressive rates are 
both inappropriate.*^ The corporation tax rate will have to be a flat rate. A 
company itself has no ability to pay and ultimately, its shareholders have to 
pay the taxes to the extent of their individual interest in the company. However, 
it is not possible to ascertain the ability of the shareholders at the undistributed 
stage of the corporate income. Nevertheless, the supertax rates of Bihar, Kerala 
and Mysore provide for the progressive rate schedule. Besides, the income-tax 
applicable to companies in the Bihar State is progressive and follows the slab 
system. These complications are due to a confusion arising mainly from the 
constitutional classification of the agricultural income-tax as distinct from 
its economic classification. 

Leaving aside this confusion, the rates on the companies as provided by the 
Central income-tax are quite comparable with those of the a^icultural income- 
tax. Under the Indian Income-tax Act, the total tax payable by a company is 
75 per cent (/. e., 20 per cent income-tax and 55 per cent supertax ). Liberal 
rebates are allowed from the supertax portion and the amount of rebate depends 
upon certain circumstances relating to the company. As a result, the effective 
rate applicable to companies is below 45 per cent per rupee. This rate, though 
somewhat higher than the agricultural income-tax on companies in most of the 
States (when the deductions and rebates, etc. are deducted from the latter 
also), is not as divergent as ordinary rates levied on individual assessees in 
both spheres. 

2.4 Lump-sum Rates 

Lump-sum rates for the composition of agricultural income-tax applicabl^ 
to a certain specified extent and class of land are given in the Acts of Madra^ 


7 See B, Dasgupta, Our Flans and Our Public Finance^ A Mukhcrjee and Company 
Private, Ltd., 2, Banktm Chatterjec Street, Calcutta- 12, pp. 78-79, 
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and Mysore ‘ in order to relieve the smaller assessees of the burden of keeping 
the detailed accounts In Madras State, persons holding not more than 50 
standard acres are given the option to compound the agricultural income-tax 
payable by them and to pay in lieu thereof lump-sum rates as specified below: 



Extent 



Rate per standard acre 

Rs. 

1. 

On the first 

12-5 

acres 

Nil 

2. 

On the next 

7-5 

acres 

4-50 

3. 

On the next 

10 

acres 

7-50 

4. 

On the next 

10 

acres 

10.00 

5. 

On the next 

10 

acres 

15-00 


In Mysore State, any person who derives agricultural income from land not 
exceeding 150 acres in extent of the 8lh class of land or an extent equivalent 
thereto consisting of any one or more of the classes of land can apply for per- 
mission to compound the agricultural income-tax payable by him and to pay 
in lieu thereof a lump-sum at the rate of two rupees per acre of the eighth class 
of land. 

In Kerala State, the assessee with the agricultural income of Rs. 5,000 or 
less is allowed to compound the tax for a consolidated payment of Rs. 75. This 
rate is comparable with that in the basic schedule. 

However, the lump-sum rates charged in Madras State are lower than the 
basic rates. The exemption limits in monetary terms and in terms of size 
of landholdings allowed in Madras rate schedule suggest that on an average 
12*5 standard acres should fetch Rs. 3,600 income per annum in other words, 
agricultural income per standard acre is Rs. 288. Under this assumption, the 
land to the extent of 50 standard acres should pay Rs. 1,700 as a tax. However, 
the equivalent piece of land pays Rs. 358*75 as a tax in accordance with the 
lump-sum rates. The above calculation also implies that 50 standard acre land 
fetches Rs. 6,900 income (f. e., Rs. 140 average income per standard acre) 
which is lower than what our assumptions suggest. The impression is 
inescapable that there is significant disparity between the basic rates and the 
lump-sum rates and the latter treat the smaller assessees even more leniently.^ 

The lump-sum rates in Mysore State follow the same course. The agricul- 
tural income-tax payable by the assessee in Mysore owning land to the extent 
of 150 acres of the eighth class or its equivalent is Rs. 300. It follows then that 


8 See M. Balasubramanian, ‘ Taxation and Optimum Land Utilisation The Indian 
fournal of Agricultural Economics, Conference Number, 1960, p. 50. 

9 It should be remembered in this context that in the year 1959-60, more than 94 per cent 
assessees in Madras State reduced their tax liability by compounding the tax payable by 
them. See Madras Agricultural Income-tax Department Annual Report, 1959-60. 
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an acre of the eighth class of land (z. e. land used for growing coriander, non- 
irrigated cotton, groundnut or sesamum) fetches Rs. 55 which is really an 
underestimation in view of the nature of the crop. 

Both the above estimates confirm our view that the lower income brackets 
are treated very lightly. Such treatment hampers the productivity of the tax 
and prevents the tax from being equitable. 

3. The Exemption Limits 

Exemption limits form an important part of the rate structure of any pro- 
gressive tax. Income from agriculture not exceeding a specified level is exempted 
from the payment of tax in various States. The highest exemption limit is in 
Orissa (Rs. 5,000) while in Madras and Kerala, the limits are placed at Rs. 3,600. 
This limit is Rs. 3,500 in Mysore State. In all other States, the exemption 
limit is Rs. 3,000, the same as under the non-agricultural income-tax. Even when 
the exemption limit of the non-agricultural income-tax was higher, it was kept 
at the level of Rs. 3,000 for agricultural income-taxes by some States. 

In an economy where the vast majority of holdings arc small in size, the 
taxable minimum at Rs. 3,000 itself is very high, not to speak of the limits in 
excess of that. The higher exemption limits allow a large proportion of the 
middle farmers to escape the tax-net. The assessees form a very negligible 
proportion of the total agriculUiral population. The incomes between 
Rs. 1,500 and the exemption li'nit (or even more than that when the 
exemption limits in excess of Rs. 3,000 are allowed ) are under-taxed as the 
burden of land-revenue on them is not substantial and they are not subjected 
to any progressive levy. The incidence of indirect taxes as well as that of land 
revenue on the rural households shows that the group with monthly expenditure 
of Rs. 150-300 is favourably placed as compared to the other groups. 


Table 2 

INCIDENCE OF INDIRECT TAXES AND OF LAND REVENUE 
ON AGRICULTURAL HOUSEHOLDS BY EXPENDITURE LEVEL 


Expenditure groups 
with monthly 
expenditure 

Rs. 

Indirect 

tax 

Land 

revenue 

Total 

1- 50 

2-2 

001 

2-21 

51-100 

2-3 

0-19 

2-49 

101-150 

2-7 

0-52 

3-22 

151-300 

2-8 

0-84 

3-64 

Above 300 

4-4 

1-32 

5-72 


( Source : Taxation Enquiiy Commission'' s Report^ Vol I, Chapter V and Gulati's Resource 
Prospects of the Third Five-Year Plan^ op. cit.. Appendix I). 
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The agricultural income-tax becomes applicable to the expenditure group 
of above Rs. 300 in the above table. If the agricultural income-tax were added 
to the total amount of indirect tax and the land revenue, the percentage of the 
tax payable by the last group would be increased considerably: it would be 
much above 5*72 per cent as shown in the above table. 

Although, apparently, the percentage of the tax amount to the total expendi- 
ture paid by the monthly expenditure-group of Rs. 151-300 seems to be slightly 
higher than that paid by the previous groups, a close scrutiny would reveal 
that it is not so. The percentage has been increased but at a diminishing rate. If 
is an accepted notion that a rupee collected in tax involves a greater sacrifice 
if collected from a person having low income than that collected from a person 
with high income. Tt follows then that the percentage of the tax amount collected 
from the monthly expenditure group of Rs. 151-300 should form more than 
3*64. In other words, the present incidence of taxation on the group with 
monthly expenditure of Rs. 151-300 leaves much to be desired. The under- 
taxation of the agricultural income in the range of Rs. 1 ,500-3,000 (or more) 
gives rise to the ‘ dip ’ in the distribution of the tax burden.^'^ 

The present exemption limits as regards the agricultural income-tax can be 
proved to be much higher on other account too. Annual income per engaged 
person in the agricultural sector is Rs. 500.^^ The exemption limit in most States, 
viz,) of Rs. 3,000, works out at about six times the income per engaged person 
in the agricultural sector; it is ten times in the Orissa State. These dispro- 
portionately higher exemption limits explain the microscopic coverage under 
the agricultural income-taxes at present. 

Apart from fixing certain exemption limits in monetary terms as mentioned 
above, some States have granted certain exemptions based on the size of land- 
holdings. The West Bengal Agricultural Income-tax Act exempts an individual 
or a family from the payment of the agricultural income-tax if the area of the 
holding does not exceed eighty bighas. An individual is exempted from the 
payment of tax in Madras State if the total holding in his possession does not 
exceed 12*5 standard acres. In Bhopal-Vindhya Pradesh, exemption is allowed 
to a person who does not cultivate more than a hundred acres of non-tractorised 
land or fifty acres of tractorised land. In Mysore, no tax is payable on income 
from land not exceeding fifty acres of eighth class of land or its equivalent. 


10 T. M. Joshi puts forth such claim as regards the non-agricultiiral incomes between 
Rs. 2,000 upto the exemption limit. See Memorandum submitted to the Taxation Enquiry 
Commission, p. 11. 

11 Final Report of the National Income Committee, 1954, Table 30, p. 108. 
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Now, 3 .S cstiniRtcd by the Nstiontil Sample Survey relating to Census of 
Landholdings, the average size of the cultivating household’s holding for the 
whole of India is 6.05 acres. The total households owning 10 acres and below 
comprise 87-23 per cent of the total households all over India.’^ the context 
of these figures, the exemption limits fixed in the above-mentioned States seem 
to be very high. These exemption limits have further restricted the scope of 
the agricultural income-tax in those States. 

4. The Effect of the Diversity in Rate Structures 

The present position regarding the differences in the rates of the agricultural 
income-tax in various States gives rise to many anomalies. Table 3 shows how 
the assessees in different States are being burdened differently due to the 
diversity in the rate schedules. 


Table 3 

INCIDENCE OF AGRICULTURAL INCOME-TAX ON CERTAIN 
CATEGORIES Of AGRICULTURAL INCOMES AT 1963-64 RATES 


States 

Rs. 

5,000 

Rs. 

10,000 

Rs. 

25,000 

Rs. 

50,000 

Rs. 

1,00,000 

Bihar 

175 

725 

3,875 

12,275 

34,725 

Assam 

140 

640 

4,440 

13,190 

35,690 

West Bengal 

175 

575 

3,375 

9,625 

22,125 

Orissa 

— 

360 

2,660 

12,810 

45,760 

Kerala 

184 

761 

4,331 

14,464 

42,604 

Madras 

70 

820 

4,770 

15,820 

38,320 

Mysore^^ 

105 

405 

2,205 

9,405 

26,405 

Bhopal-Vindhya 





Pradesh 

310 

760 

3,110 

11,460 

31,660 


It is possible that a person owning lands situated in two different States 
( assuming that both States levy the agricultural income-tax ) will have to 
pay the tax at a higher rate in one State and at the lower in another. 


12 The N. S. S. No. 30, Report on Land Holdings, p. 78. 

13 The incidence is calculated assuming the whole income as ‘ unearned income 
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Statistical appendix I to chapter 17 
AGRICULTURAL INCOME-TAX RATES AS ON APRIL 1961 


(Rates of levy in np per rupee) 


Slabs 

Bihar 

Assam 

West 

Bengal 

Orissa 

Kerala Madras Mysore 

Bhopal- 

Vindhya 

Pradesh 

On the 









first 

1,500 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Nil 

Next 

1,500 

5 

4 

5 

Nil 

5 

Next 

3 

6 








2,100 










Nil 



Next 

2,000 

5 

4 

5 

3 

5 

Next 

3 

6 








1,400 






2500 

2500 



5 np. 



Next 

5,000 

11 

8 

12 8 

6 

11 

15 

6 

9 

Next 

5,000 

16 

15 

19 12 

9 

18 

20 

9 

9 

Next 

5,000 

22 

24 

19 

16 

25 

25 

12 

19 

Next 

5,000 

25 

35 

25 

22 

25 

30 

15 

19 

Next 

5,000 

25 

35 

25 

29 

25 

45 

18 

25 

Next 

5,000 

25 

35 

25 

36 

25 

45 

18 

25 

Next 

5,000 

25 

35 

25 

44 

25 

45 

21 

25 

Next 

5,000 

25 

35 

25 

50 

25 

45 

21 

25 

Next 

5,000 

25 

35 

25 

50 

25 

45 

21 

25 

Next 

5,000 

25 

45 

25 

50 

25 

45 

25 

25 

Next 

15,000 

25 

45 

25 

62 

25 

45 

25 

25 

Next 

15,000 

25 

45 

25 

69 

25 

45 

25 

25 

Next 

15,000 

25 

45 

25 

72 

25 

45 

25 

25 

Next 

15,000 

25 

57 

25 

75 

25 

45 

40 

25 

Next 

85,000 

25 

57 

25 

78 

25 

45 

40 

25 

Balance 

25 

60 

25 

78 

25 

45 

40 

25 


.. 36 ... 
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RATES OF SUPERTAXES 


Rate of levy 

Bihar 

Kerala 

Bhopal- 

Vindhya 

Pradesh 

Mysore 

Firsi 

25,000 

Nil 

Nil 

Nil 

Nil 

Next 

5,000 

6 

12 

6 

9 

Next 

5,000 

6 

12 

6 

9 

Next 

5,000 

9 

12 

9 

9 

Next 

5,000 

9 

16 

9 

9 

Next 

5,000 

13 

16 

12 

9 

Next 

5,000 

13 

16 

12 

12 

Next 

5,000 

16 

22 

15 

12 

Next 

5,000 

16 

22 

15 

12 

Next 

5,000 

19 

22 

19 

12 

Next 

5,000 

19 

34 

19 

12 

Next 

5,000 

22 

34 

22 

15 

Next 

5,000 

22 

34 

22 

15 

Next 

5,000 

22 

34 

22 

15 

Next 

5,000 

25 

34 

25 

15 

Next 

5,000 

25 

34 

25 

15 

Next 

5,000 

25 

34 

25 

20 

Next 

5,000 

28 

34 

28 

20 

Next 

5,000 

28 

34 

28 

20 

Next 

5,000 

28 

34 

28 

20 

Next 

5,000 

31 

34 

31 

20 

Next 

5,000 

31 

34 

31 

20 

Next 

5,000 

31 

34 

31 

20 

Next 

5,000 

31 

34 

31 

20 

Next 

5,000 

31 

34 ’ 

31 

20 

Next 

5,000 

31 

34 

31 

20 

Balance 


33 

34 

33 

20 



Chapter 1§ 


AGRICULTURAL INCOME-TAX IN THE STATES’ FISCAL SYSTEMS 
L Productivity of Agricultural Income-taxes 

An attempt is anade in what follows to determine how far the agrioultural 
income-taxes have been productive in different States, and to discuss the different 
influences bearing on the productivity of these taxes. The general trend in 
revenue receipts from the agricultural income-tax in different States has been 
shown below with a view to determining the place of the tax in the revenue 
structure of the various States. An account is given of those States also where 
the tax has been discontinued after its existence for some years. 

1.1 Bihar 

The agricultural income-tax was levied for the first time during the year 
1939-40 when a modest revenue of Rs. 5*80 lakhs was realised. These receipts 
were rather disheartening and much below the expectations of the Provincial 
Government. However, in subsequent years the war-time inflation gave impetus 
to the Revenues of the State. The total revenue receipts from all the sources in 
1939-40 was Rs. 538 lakhs but they rose to Rs. 1,362 lakhs in 1946-47. The 
yield from the agricultural income-tax also increased from Rs. 5*80 lakhs in 
1939-40 to Rs. 32*70 lakhs in 1945-46. In that year the proportion of the 
receipts from the agricultural income-tax to the provincial revenues reached 
its peak, viz., 4*33 per cent. 

A good part of the improvement as regards the receipts from agricultural 
income-tax was, thus, due to the inflationary conditions created by the War. 
Naturally, a return to normal peacetime conditions produced a severe con- 
traction in the revenue from all the taxes. The agricultural income-tax was no 
exception. There had been a considerable tightening up in the administration 
of the Agricultural Income-tax Act and the new Commercial Taxes Depart- 
ment had, by its vigilance, detected a number of cases of evasion. Still, the yield 
in 1947-48 was as low as Rs. 24*98 lakhs which formed only 2*47 per cent of the 
total State tax revenue.^ The Government examined the possibilities of aug- 
menting the revenue from this source and took steps subsequently. The option 


1 The ‘ total State tax revenue ’ ( L e. State’s own taxes ) includes land revenue, provincial 
excise, sales tax, motor vehicles tax, stamp duty electricity duty, etc., and excludes the taxes 
shared with the Centre. 
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of determining income from cultivation by the ‘ multiple of rental * basis was 
done away with and the income from cultivation was determined on the basis 
of actual income from the produce. The lowering of the exemption limit of the 
tax from Rs. 5,000 to Rs. 3,500 in 1948 helped to augment the revenue to a 
considerable extent. In the very next year, the Government changed the whole 
rate structure and introduced for the first time a supertax. These amendments, 
along with the lowering of the exemption limit to Rs. 3,000 increased the receipts 
from the tax which more than doubled within a period of two years. It contri- 
buted 4-69 per cent of the total State tax revenue in 1950-51. 

The introduction of land reforms, however, changed the picture completely. 
The abolition of zamindaries nullified the effects of measures directed towards 
the enhancement of revenue from the tax. With the progress of land reforms, 
the number of private individuals with large agricultural incomes declined 
considerably. The revenue from this source dwindled to such an extent that it 
formed only 0'86 per cent of the total State tax revenue in 1959-60. The 
collection shows some improvement in the later years due to the recovery 
of arrears. In the tax structure of the State, it plays a very minor role at 
present. As a revenue yielder, the agricultural income-tax, when compared to 
more important sources of the State revenues such as sales tax, land revenue 
or provincial excise duties, presents a very lamentable picture. 

1.2. Assam 

As compared to Bihar, the tax is more productive in the Assam State, where 
the bulk of the tax is derived from tea plantations. In view of the Tea Control 
Act and the Government contract relating to purchase of tea, the Tea Industry 
has continued to prosper and the collection of revenue remained generally 
very satisfactory. The collection of the tax mainly depends on the condition 
of the tea market and whenever there is an economic crisis in the tea industry, 
considerable reduction occurs in the receipts from the tax. As much as 95 per 
cent of the revenue from the agricultural income-tax has been derived from 
the tea assessees, in the early fifties, as is evident from the following table : 

Table 4 


PERCENTAGE OF AGRICULTURAL INCOME-TAX PAYMENTS 
BY DIFFERENT CATEGORIES IN THE ASSAM STATE 


Year 

From tea 
gardens 

From land- 
lords 

From temporary 
landholders 

1950-51 

96-79 

1-91 

1-28 

1951-52 

97-40 

1-55 


1952-53 

97-31 

1-83 

0-84 


Source ; Memorandum submitted by Assam to the Taxation Enquiry Commission (1954). 
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During the first two years (1942-43), the yield from the tax formed a little 
more than 17 per cent of the total State tax revenue. This is mainly due to the 
large profits made by the tea companies during the War years. But for the same 
reason the cost of production increased and the profits of the companies 
diminished, resulting in the fall of the receipts from the tax. The separation of 
Sylhet from Assam threatened to worsen the situation further but thanks to 
Improved collection of arrears and speedier disposal of disputed cases, the 
yield-position did not deteriorate jnuch. Yet the receipts in the year 1947-48 
reached the lowest limit, forming only 11*31 per cent of the total State tax 
revenue. The State Government took immediate steps to rectify the position. The 
Government introduced enhanced rates by the Amendment of Act of 1949. 
This had the desired result, and the receipts increased during the next few years. 

The slump in the tea market in the year 1953-54 again resulted in a lower 
yield. The Government tried to improve the yield by enhancing the rates for 
individuals and for companies; these changes, however, were of no avail. The 
high prices of tea in the next year came to the rescue of the Government and 
the yield almost doubled during the year 1955-56. The enhancement of the 
rates for companies in the next year again had a very favourable effect on the 
yield as is evident from the increased receipts for the next two years. The 
revisions in the rates of the tax in the year 1962-63, 1963-64 and 1964-65 
enhanced the yield considerably. The tax realised Rs. 3*5 crores in the year 
1962-63. At present the tax contributes more than one-fifth of the total Stale tax 
revenue, and as such it has very important place in the fiscal system of the 
State. 

1.3. West Bengal 

The assessees in West Bengal fall into three main categories, v/z., 
rent-receivers, tea companies and agriculturists. A little more than 50 per 
cent of the revenue from the agricultural income-tax has been derived 
from tea companies and the balance has been derived almost equally from 
the other two groups. 

The taxing powers of the Provincial Government were used to the utmost 
limit during the period of the Provincial Autonomy. Along with others the tax 
on agricultural incomes was also levied and for two successive years, it contri- 
buted more than three per cent of the tax revenue of the State. However, the 
Partition of the Bengal Province in the wake of the formation of Pakistan in 
1947 completely changed the complexion of the financial structure of the 
State, Due to Partition, Bengal lost a good part of its agricultural wealth. The 
revenues from the agricultural income-tax appreciably declined after the 
Partition : it declined from Rs. 77.61 lakhs in 1946-47 to Rs. 43.21 lakhs in 
1948-49. The Government attempted to raise the receipts from the tax by 
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enhancing the rates by the Amendment Act of 1949. The application of 
the West Bengal Agricultural Income-tax Act to Cooch Behar with effect 
from 1st January 1951 further improved the yield from the tax. 

The land reform measure of the abolition of zamindari interests was passed 
in 1953-54 but the fear expressed by the State Government that the measure 
would affect appreciably the productivity of the tax did not materialise.^ With 
the abolition of rent-receiving interests in land, 25 per cent of the revenue that 
was derived from those groups was lost but the general revenue position 
remained satisfactory, thanks to the high prices of tea in subsequent years. 
The depression in the tea market during the year 1953-54 did not have very 
severe repercussions as far as the receipts from the tax were concerned. Al- 
though, apparently, the receipts seem to have been large during the years 
1945-55 to 1957-58, they were mostly the result of the administrative efficiency 
in the collection of arrears. To give an example, out of the total receipts of 
Rs, 168 lakhs in 1956-57, no less than Rs. 25 lakhs were arrears. This 
explains also the reduction in the yield from the tax in 1959-60 when the 
normal amount was realised from this source. 

At present, however, the agricultural income-tax plays a very minor role 
in the State finance. It forms less than 2 per cent of the total State tax 
revenue. It stands nowhere when compared to other sources of revenue, e. g. 
the sales tax and provincial excise which together contributed more than 
50 per cent of the revenue to the State exchequer in 1962-63. 

1.4 Orissa 

The agricultural income-tax has been a minor source of revenue in Orissa. 
The bulk of the revenue from the tax comes from a few big landlords in the 
Upper income brackets. Before 1952, about 30 per cent of the total revenue 
from agricultural income-tax was paid by one assessee alone ! ^ The tax 
contributed less than two per cent of the total State tax revenue and less than 
one per cent of the aggregate revenue receipts of the State during the first 
two years of its levy. 

The sudden fall in revenue from Rs. 12.9 lakhs in the year 1951-52 to Rs. 6.57 
lakhs in 1952-53 and then diminishing receipts each year reaching the negligible 
figure of Rs, 2-24 lakhs in 1956-57 was due to the abolition of the 
zamindaries. Under the Estates Abolition Act, the permanently settled estates 
had been taken over by the State Government from 1952 and gradually, the 
temporarily settled estates were also being taken over. Curiously, the number 


2 See Memorandum by West Bengal to the Taxation Enquiry Commission, 1954, op, 
cit, 

3 See Memorandum by Orissa to the Taxation Enquiry Commission, 1954, op, cit. 
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of assessees was not reduced to any very large extent due to these reform 
measures. Thus, in 1951, the number of assessees was 2,216, it declined to 
1,813 in 1952 and came down to 1,624 next year. But the fall in revenue was 
more than proportionate in spite of the enhancement of the rates in 1952. 

One more reason can be assigned to the fall in revenue. Natural calamities 
such as drought, floods and heavy rains, which had shaken the economic 
foundation of the agriculturists, caused a serious reduction in the yield from 
the tax and it reached its lowest point in 1959-60, when the tax contributed 
only 0.39 per cent of the total State tax revenue. The absolute contribution of 
the agricultural income-tax has not exceeded Rs. 3 lakhs from the year 
1955 to 1960. The year 1962-63 shows the highest yield, Rs. 11 lakhs which 
is more due to the realisation of arrear dues. 

1.5 Uttar Pradesh 

The agricultural income-tax was introduced in 1949 partly as an anti-infla- 
tionary measure and partly to draw into the public exchequer a part of the 
money incomes of landholders which had increased considerably due to War- 
time rise in prices. The receipts of the first two years., t e,, 1949-50 and 1950-51 , 
amounting to Rs. 136 lakhs and Rs. 140 lakhs respectively, were not 
unsatisfactory. These receipts formed more than 5 per cent of the total State 
tax revenue. After the enforcement of the Zamindari Abolition and Land 
Reforms Act of 1950, the big zamindari estates were liquidated. In that new 
context, the revenue from the agricultural income-tax began to decline as the 
number of holdings above the exemption limit of fifty acres decreased. 

In order to counteract the reduction in revenue yield consequent upon the 
abolition of zamindari, the exemption limit of 50 acres was lowered to 30 acres 
in 1953 so as to bring a larger number of farmers under assessment. At the 
same time, the multiple of rental ’ for calculating the net income of an asses- 
see was raised from 7| to 12i in that year. In spite of these attempts on the 
part of the Government, the receipts from the tax remained much less than 
pre-zamindari-abolition period. The receipts rose slightly in the year 1955-56, 
but that rise was due to the refunds accruing to the Department because of 
the disposals of a large number of appeals pending since long time. The 
receipts again declined in the next year due to damage to the crop caused by 
floods in the previous year. 

As the receipts from the agricultural income-tax formed less than two per 
cent of the total State tax revenue, the need for an alternate measure to aug- 
ment the revenue yield was felt. The agricultural incojne-tax was replaced by 
the Large Landholders Tax in 1957. It was expected that more assessees 
would come under the purview of the new tax. However, the receipts under 
the new tax seem to be even more disheartening than those under the agricul- 
tural income-tax. 
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1*6 Tmyancore-Cochin {Kerala) 

The introduction of the Travancore Agricultural Income-tax Act in 1943 
was prompted by the abnormal rise in agricultural income during war-time 
and the inequity of allowing such incomes to escape the tax. In 1943-44, the 
yield was a little more than Rs. 17 lakhs. In the next year, the yield rose to 
Rs. 19 lakhs. By the year 1946, the introduction of the Basic Tax in place of 
the age-old land revenue necessitated a revision of the agricultural income-tax. 
The original Act was repealed and the agricultural incomes were made asses- 
sable along with the non-agricultural incomes under a single levy. 

In Cochin, the tax was introduced in 1946. Though both these States were 
merged in 1949, the consolidated budget was not presented until the merger 
of the Travancore-Cochin State with the Indian Union in April 1950. After 
that, the income-tax was taken over by the Central Government and the 
taxation of the agricultural income was left to the Travancore-Cochin State. 
The consolidated budget, with the uniform system of agricultural income-tax 
in both the States, was presented to the Legislature in March 1950. 

The first year showed an insignificant amount of collection and that was 
mainly due to the delay caused in the commencement of the regular assess- 
ment work during that year. As the assessment records and registers were 
held by the Income-tax Departments in the erstwhile States of Travancore- 
Cochin, it took some time before those were sorted out and taken over by the 
State Agricultural Income-tax and Sales Tax Department. Hence, the assess- 
ment could be made only towards the close of 1950-51. 

The tax revenue has been mainly derived from the tea plantations. Out of 
the total amounts collected from this tax in the years 1952-53, 1953-54 and 
1954-55, the contribution of tea companies and other tea producers was 
48 per cent, 41 per cent and 38 per cent respectively. The Travancore-Cochin 
region is rich in other commercial crops also. The total share of all these non- 
food crops, including tea plantations, in the receipts of the tax was about 
70 per cent in the year 1959-60. 

The amount of the tax demanded from tea plantations formed about one- 
third of the total tax demanded in the year 1959-60. 

The importance of the tea plantations in the economy of the State makes 
the yield from the agricultural income-tax dependent upon the rise and fall 
in the price of tea and the consequent changes in the profits of the tea concerns. 
The receipts in 1953-54 were Rs. 87 lakhs only on account of the sudden and 
abnormal fall in the price of tea and the loss suffered by tea estates during the 
previous year. But the receipts improved during the next three years as the 
prices rose again. 

After the reorganisation of the States in 1956, the new State of Kerala was 
formed, comprising Travancore-Cochin and Malabar District. The tax was 
extended to the Malabar area and the rates were revised thoroughly. The 
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enhancement of the rates and the imposition of the surcharge under the 
Kerala Surcharges on Taxes Act, 1957, were expected to raise the revenue 
receipts considerably. However, the slump in the price of plantation products 
adversely affected receipts. The receipts from this tax formed 10*6 per cent 
of the State tax revenue in 1961-62 and 9-6 per cent in 1962-63. It will be 
thus noticed that the tax plays a very important role in the State finances. 
The yield in the year 1962-63 shows some fall due to the slump in the prices of 
important agricultural products like pepper, coconut, cardamom, etc. 

1 • 7 Hyderabad 

The tax was introduced in 1951-52 and it yielded a sum of Rs. 11 lakhs in 
that year. With the irnplementation of land reforms, particularly the abolition 
of zamindaries, the number of big landholders which was already very small, 
declined considerably. The receipts for the next four consecutive years were 
not more than Rs. 5 lakhs per annum and formed a very meagre percentage 
of the total State tax revenue. 


Table 5 

STATEMENT SHOWING THE NUMBER OF ASSESSMENTS, 
TOTAL AGRICULTURAL INCOME ASSESSED AND TOTAL 
AGRICULTURAL INCOME-TAX AND SUPERTAX DEMANDED 
ON DIFFERENT AGRICULTURAL PRODUCE IN 1959-60 
IN KERALA ( Rs. in thousands ) 


Classification 
of crops 

No, of 
assessments 

Total tax 
demanded 

Tea 

125 

Rs. 65,92 

Rubber 

624 

Rs. 51,82 

Cardamom 

Other plantation 

1,465 

Rs. 9,18 

crops, pepper, etc. 
Paddy and other 

1,375 

Rs. 8,99 

crops 

12,624 

Rs. 64,53 


Source : Administration Report of the Agricultural Income-tax and Sales Tax Depart^ 
ment, 1959-60. 

After the Reorganisation of the States in 1956, the new State of Andhra 
Pradesh was formed and the Hyderabad Agricultural Income-tax Act was 
made applicable to the new State with a reduced exemption limit. But the 
latter did not raise the yield from the source and ultimately, the State repealed 
it, substituting a surcharge on land revenue. 
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Some area of Hyderabad was integrated with the Mysore State in 1956; 
in that area, the Hyderabad Act was replaced by the Mysore Agricultural 
Income-tax Act. The tax in the Marathwada area of the old Hyderabad State, 
which was merged with the then Bombay State, was abolished in the year 
1958. 

1 • 8 Rajasthan 

The tax on agricultural income was imposed in April 1954, but from the 
very outset, only moderate revenue was expected from the source. The land 
reforms were being carried out with great zest and the resumption of jagirs 
reduced the receipts from the tax to a negligible figure. 

Large or mechanised agricultural farming is not generally followed in the 
State. Holdings are comparatively small, cultivated by primitive methods by 
tenants who owe allegiance to the Jagirdars. ” ^ In 1954-55, the per- 
centage of the agricultural income-tax to the total State tax revenue was only 
3 • 14. The revenue slightly improved next year due to the arrear collections, 
but again declined in 1956-57, forming only 2-47 per cent of the total State 
tax revenue. 

The State Government tried to raise the revenue by reducing the exemp- 
tion limits and enhancing the rates in 1957, but the receipts failed to respond. 
They declined further and lagged behind the growing revenues of the State 
mainly from the sales tax and provincial excise. The agricultural income-tax 
contributed only Rs. 2*5 lakhs in 1957-58 and a meagre Rs. 1*7 lakhs in 
1958-59. The Government abolished the tax in the year 1960 in view of its 
nominal contribution to the State treasury. 

1*9 Madras 

The agricultural income-tax was initially imposed on the plantation crops 
like tea, coffee, rubber, cinchona and cardamom. The revenue for the first 
year, 1955-56, was very encouraging, though the proportion it formed of the 
total State tax revenue was only 5*29 per cent. The rates were enhanced in the 
year 1957-58 and it was expected that an additional revenue of Rs. 25 lakhs 
per annum would accrue from the source. But this expectation did not fully 
materialise. The receipts in the year 1957-58 increased by Rs. 17 lakhs and 
formed 4*07 per cent of the total State tax revenue. The next year, however, 
brought a very poor yield from the source, viz,, Rs. 87 lakhs, in spite of the 
fact that the tax was made applicable to all types of crops in the State. 
The reason behind this low yield was mainly the failure of the administrative 


4 See Memorandum submitted to the Taxation Enquiry Commission, 1954, by 
Rajasthan, 
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machinery to collect the tax from non-plantation holdings. When the assess- 
ment of the non-plantation crops became possible next year (1959-60) the 
yield jumped up to Rs. 153-5 lakhs. However, this seems to be a temporary 
phenomenon, as is evident from the receipts in the later years. 

The net receipts, though substantial as compared to those in other States, 
cannot be considered encouraging. Despite the prominence of plantations in 
this area, the tax has failed to occupy an important place in the Slate finance. 

1 • 10 Mysore 

The Mysore Agricultural Income-tax Act came into force from the year 
1955 but no appreciable revenue accrued from the tax. The tax is being levied 
only on the commercial crops which may be one of the reasons for low 
yield. 

With the Reorganisation of the States in 1956, no less than four Agricul- 
tural Income-tax Acts were operating in the new Mysore State^ but 
they were replaced by the Mysore Agricultural Income-tax Act of 1957. The 
new Act got off to a ' flying start — its true effect became visible in 1958-59, 
when it contributed more than one crore of rupees to the State exchequer. 
The tax formed nearabout 5 per cent of the total State tax revenue in spite of 
the complete exemption of non-commercial crops from the tax. The position 
as regards the revenue, however, has deteriorated and the tax formed 2-44 
per cent of the total state tax revenue in the year 1962-63 in spite of the in- 
troduction of the supertax on individuals and companies. 

1*11 Bhopal- Vindhya Pradesh 

The erstwhile States of Bhopal and Vindhya Pradesh had introduced the 
tax in 1952 and 1953 respectively. But before the tax could be stabilised, the 
abolition of zamindaries gave it a serious setback. The yield from the tax was 
very insignificant. Both these States have now been merged into Madhya 
Pradesh and the tax in both the States has been continued by the Madhya 
Pradesh Government, though, as compared with other sources of the State 
finance, its yield is very negligible. 

2. Influences Bearing on the Productivity of the Agriciihurat Income-taxes 

The foregoing account of the agricultural income-tax in various States 
leads us to the study of the basic factors bearing on its productivity. These 


5 The State of Coorg merged in the new Mysore State, imposed the agricultural income- 
tax in 1951 and the bulk of the tax was paid by the plantation crops, viz. coffee, cardamom, 
and pepper. It was an important source of revenue for the State. 

6 Mysore Administration, Gorwala Report, Mysore Government Publications, 
1958, pp. 35-36. 
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influences not only account for the low productivity but also for variations in 
the yield from the tax in different States. It will be shown that the principal 
factor which has led to the low productivity is administrative inefficiency, 
evasion and avoidance which have been taking place in the agricultural sector 
on a large scale. There are other economic factors, both permanent and occa- 
sional, which cause low yield and its variations. 

2*1 Administrative Inefficiency Resulting in Evasion and Avoidance 
of the Tax 

Honest and efficient administration is needed for any tax, but minimum 
acceptable standards appear to be higher for income-taxes than for many 
other levies. It becomes an uphill task when the administrators have to deal 
with the agricultural sector of an underdeveloped economy like India. The 
prevalence of illiteracy, the absence of accounting records, low tax conscience 
on the part of tax-payers, are some of the factors which result in evasion of 
the tax.’ However, if it is found that the degree of evasion is so great as not to 
be warranted under any circumstances, it reflects on the efficiency of the tax- 
gatherers. 

It is obvious that the efficiency of tax-administration cannot be gauged with 
the help of any measuring rod. It contents us to point out some attempts to 
determine the degree of evasion in the agricultural sector. The broad range 
of evasion has been given by Kaldor in his Report on ‘ Indian Tax Reform 
According to his estimate, the total amount of income assessed to agricul- 
tural income-tax may be put at the figure of Rs. 50 crores whilst the amount 
of assessable incomes\?n the basis of assumptions made by him amounts to 
Rs. 335 crores, which is around six times the assessed sum for the purpose 
of agricultural income-tax in the year 1954.^ 

Dr. Gulati estimates the evasion in respect of agricultural income-tax on 
the basis of the regional pattern of the distribution of land by the size-level 
of the household ownership-holding as given in the National Sample Survey’s 
First Report on Land-holdings.^ He takes into account the households 
owning more than 100 acres of land in the States of U. P., Bihar, Madras, 
and Travancore-Cochin. According to him, at the prevailing rates of agricul- 
tural income-tax, the total realisation from these households should amount 


7 Dr. Richard Goode has listed some important conditions for successful use of 
income-taxation along with the actual conditions found in underdeveloped countries while 
addressing the Forty-fourth Annual Conference of the National Tax Association, 1951. See 
tht Papers and Proceedings of the Conference on Agricultural Taxation and Economic Develop- 
ment , Cambridge, Massachusetts, 1954, p. 82. 

8 Report of a Survey, 1956, op. cit,^ p, 106. 

9 I. S. Gulati, Resource Prospects of the Third Five-Year Plan, op. cit., p, 69. 

The findings are based on the Report of the National Sample Survey (1958) issued by the 
Government of India. 
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to Rs. 20 crores in a year whereas the actual realisation in the year 1952-53 
was Rs. 4 crores in all the levying States put together on all agricultural incomes 
above the exemption limits. Thus, the wide margin between the estimated 
receipts and the realised receipts offers sufficient explanation as to why the 
tax has failed miserably in terms of productivity. Our study of the range of 
evasion in the State of Bihar confirms the above views.^^ Our findings are 
based on the percentage distribution of individual holdings according to their 
size in terms of standard acres. Under our assumptions, the holdings above 
twenty standard acres should fetch the incomes assessable to the agricultural 
income-tax. This reveals that the yield from the tax should have exceeded 
Rs. 50 lakhs in 1957-58. The actual realisation, however, was less than 
Rs. 25 lakhs in that year.^^ 

From the point of view of administration, the causes of the low productivity 
of the tax should be sought, mainly, in the arbitrary methods of assessment of 
income. The " best of judgment method ’ does not do full justice to the 
actual taxable capacity of the assessee. In the Bihar State, it was seen that 
the annual net income from an acre of land was estimated at Rs. 45 only by 
the authorities without going into the details of the nature of the crop, the 
cultivation expenses and other relevant factors. In many cases, the assessees 
returned a lower income than what actually accrued to them. They were found 
to be concealing the information about all the holdings owned by them 
situated in different areas. It was observed that the infonnation submitted 
by the assessees had been accepted prima facie and no elaborate scrutiny 
had been resorted to by the administrators. It is true that the latter are 
handicapped by the absence of up-to-date land records; but there are other 
ways and means to detect the evasion. The personal visits to the villages 
concerned, local enquiries and other methods should have helped the Tax 
Inspectors to render the evasion less common. However, they did not take 
full advantage of the administrative resources for scrutinising and precisely 
estimating taxable income. The half-heartedness of administration results in 
a sacrifice of equity since it puts a heavy premium on the honest tax-payers 
and makes it easier for the unscrupulous assessees to escape the tax-net 
altogether or to shoulder less burden. The legal avoidance resorted to by 
many Hindu Undivided Families in the Bihar State resulted in under- 
assessment of incomes. 

2*2 Factors Relating to Rural Income Structure and 
the Rate Structure of the Agricultural Income-tax 

The low productivity of the agricultural income-tax, while it is largely due to 


10 The detailed analysis of the findings is given in Chapter 19, pp. 190-93. 

11 It should be pointed out that the range of evasion in the Bihar State, according to 
our findings, is not as tvide as the estimations of Kaidor and Gulati suggest. 
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the administrative factors mentioned above, is also attributable to certain 
basic factors such as the pattern of rural incomes. The high exemption limits 
and the low initial rates of the tax have also been responsible for low yield 
from the tax. 

2*2*1 Income Structure of our Rural Economy 

Income derived from agriculture was a little more than 48 per cent of the 
total national income in the year 1958-59^^ shared by 70 per cent of the total 
population of India. Out of the total agricultural income, approximately 90 
per cent is enjoyed by 62*5 per cent of the agricultural population, the remain- 
ing 10 per cent going to agricultural labourers.^^ The income structure of 
our rural economy may be presumed to depend basically upon the distribu- 
tion of landholdings in that sector. The tremendous growth of population and 
the laws and customs relating to inheritance of property have resulted in sub- 
division and fragmentation of landholdings. The general picture found in the 
rural economy is one in which a few substantial landlords exist side by side 
with diminutive peasant holdings. The rural economy consists of ‘numerous 
small holdings, a large proportion of them being uneconomic, a small number 
of middle peasants and a sprinkling of substantial owners. The degree of 
disparity in income is so great that the households owning less than five acres 
form 74*73 per cent of the total households in the rural sector. On the other 
hand, the households owning more than 30 acres form only 2*60 per cent,^^ 
Professor Kaldor assumes that the holdings exceeding 30 acres fetch the 
income assessable under the agricultural income-tax.^^ In that case, it is 
obvious that the large proportion of households in the rural sector auto- 
matically escapes the tax-net. 

The data in respect of household income in the rural sector are not available. 
However, the findings based on the data relating to monthly expenditure by 
rural households in the year 1954 show that there were more than 50 per cent 
families which spent less than Rs. 100 per month; and only 4 households in a 
thousand had expenditure over Rs. 1,000 per month. 


12 Estimates of National Income , 1948-49 to 1959-60, issued by the Central Statistical 
Organisation, Cabinet Secretariat, Government of India, 1961, 

13 Government of India, Agricultural Labour, How They Live and Work, Ministry 
of Labour, New Delhi, 1954, pp. 7-8. 

14 Agriculture and Community Development, Planning Commission, Government of 
India, 1954, p. 187. 

15 Report on Land Holdings, The Natioml Sample Survey {Report Number 36), issued 
by the Cabinet Secretariat, Government of India, 1955, p. 19. 

16 Indian Tax Reform, op, cit, p, 104. 
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Table 6 

DISTRIBUTIOlSr OF RURAL HOUSEHOLDS BY THE SIZE OF 
THEIR MONTHLY EXPENDITURE, APRIL-JUNE 1951 


Expenditure per month 

Percentage distribution 
of households 

Less than Rs. 100 

51-6 

100 — 200 

31-5 

201 — 300 

9-5 

301 — 500 

5-1 

501 — 1000 

1-9 

1,001 and above 

0-4 


Source : Report of the National Sample Survey, No. 2, 1953, p. 7. 

The above evidence would reveal a very marked degree of disparity of in- 
comes in the agricultural sector. 

2*2*2 The Effect of Land Reforms 

The land reform measures have had some influence on the productivity of 
the agricultural income-tax. They have reduced the assessable incomes of 
agriculturists to a great extent and this has directly affected the yield from the 
tax. Among these ( / ) the abolition of intermediaries and ( ii ) fixation of 
ceilings on individual holdings, have played a predominant role in reducing 
the yield from the tax. 

With a view to eliminating the elements of exploitation and social injustice 
within the agrarian system, the major land reform measure undertaken by the 
State Governments was the abolition of intermediary rights. The intermedia- 
ries such as the Zamindars, Jagirdars, Talukdars, Inamdars, etc., had been 
removed from the rural sector and intensive efforts have been made by 
State Governments to replace the age-old system by the raiyatwari system, 
under which more than 20 million tenants have been brought into direct 
relationship with the State.^'^ The disintegration of the big blocks of con- 
centrated holdings in the hands of a few landlords and the distribution of 
these lands amongst the many underproprietors and inferior holders have 
helped to reduce to some extent the inequalities in land ownership and wealth. 
A large part of the assessable income under the agricultural income-tax con- 


17 Third Five-Year Plan, Planning Commission, Government of India, 1961, p. 221. 
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sisted of the incomes of these rent-receivers. The abolition of the landlord 
tenures obviously closed the doors of an important source of high income in 
the agricultural sector. As a result, these measures have affected significantly 
the receipts from the agricultural income-tax. 

The programmes of land reform legislation undertaken by the States 
showed that there was hardly any State in which some form of non-tenure did 
not obtain. Legislation for the abolition of intermediaries was passed in fairly 
quick succession in almost all the States. Madras (including a part of the pre- 
sent Andhra Pradesh) and Hyderabad enacted it in 1949-50; Bihar, U. P., and 
Assam in 1951; Orissa and Rajasthan in 1952; Vindhya Pradesh-Bhopal in 
1953 and West Bengal in 1954-55. By the middle of 1954, the back of the zamin- 
dari system had been broken in the country as a whole. 

The abolition of the intermediaries affected about 38 lakhs of persons and 
involved a compensation of nearly Rs. 400 crores. Area involved in the taking 
over of the estates from the zamindars is given below : 

U. P. 525 (Area in 00,000 acres) 

Bihar 396-94 

West Bengal 127 

Orissa 100^^ 

Assam 16-72 

The intermediaries had been allowed to retain such of their private lands 
as were under their personal cultivation and management. No limit has been 
fixed for such lands except in Assam and West Bengal. The Assam Act fixed 
the limit for the private land of a proprietor and tenure holder at 400 bighas 
(133,3 acres) and 150 bighas (50 acres) respectively, which might be relaxed 
in the case of the proprietor of a tenure-holder who had undertaken large-scale 
farming on a co-operative basis or by the use of power-driven mechanical 
appliances. In West Bengal, the limit for the zamindar and the tenure-holder 
was 25 acres and 33 acres of agricultural land respectively. 

All these reform measures based upon the egalitarian principles have reduced 
the assessable income for the purpose of agricultural income-tax. The trend 
is evident in all the States, except in those where the major portion of the 
revenue has been derived from the plantation incomes. The receipts in 
1950-51 in Bihar and U. P. were Rs, 68-7 lakhs and Rs. 139-9 lakhs respec- 
tively; they came down to Rs. 42*8 lakhs and Rs. 58 lakhs in the year 1953-54 


18 Viz. A, N. ‘ Financial Implications of Land Reform Measures Reserve Bank 
of India Bulletin^ June 1950. 

19 In Orissa, the State Government had taken over all temporary settled estates which 
were 12,791 in number as well as permanently settled estates which numbered 422. In U.P. 
the Act was applied to 6 crorcs acres out of 1*2 crores. 
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when the full effects of the land reforms were visible. In the case of Orissa, 
the receipts from the tax were reduced to half immediately after the imple- 
mentation of the land reforms. The latter did not affect the yield in the States 
of Assam and West Bengal as a very large share of the receipts have been 
contributed by the plantations. 

The Acts relating to fixation of ceilings on individual holdings are meant 
to reduce the disparity in the distribution of land and hence, incomes. The 
principle of distributive justice appears to be the main argument in favour 
of imposing a ceiling on individual holdings. As declared by the Congress 
Agrarian Reforms Committee, ‘‘ the supply of land, in relation to the number 
of people seeking it, is so limited that not to put a ceiling on individual hold- 
ings would be irrational and unjust.”^® The Planning Commission cate- 
gorically stated that, we are in favour of the principle that there should be an 
upper limit to the amount of land that an individual may hold.’'^^ The 
Second Five Year Plan reiterated the principle and recommended that, in 
addition to fixing ceilings on future acquisitions, steps should be taken to 
impose ceilings on existing agricultural holdings. 

Progress in the imposition of ceilings on landholding has been broadly in 
two stages; ceiling on future acquisition of land and ceiling on existing holdings, 
the former taking the lead and the latter lagging behind. 

The following States have fixed ceiling on future acquisistion of land : 


Assam 5 acres The former Hyderabad — 3 family holdings 

U. P. 30 acres 12 to 180 acres 

W. Bengal 25 acres Bombay 12 to 48 acres. 

Progress regarding the fixation of ceilings on existing holdings has been 
very much slower. But, at present, almost all the States have passed enact- 
ments providing for the imposition of ceilings on existing holdings. The fixing 
of ceiling on landholdings affects the size of the unit of agricultural production 
directly. Such measures are bound to result in lowering the taxable income 
in the agricultural sector in the future. 

The States such as Bihar, Orissa, U. P., Bhopal-Vindhya Pradesh, 
where the big landlords were contributing substantially to the tax-receipts, 
have suffered greatly owing to the abolition of intermediary interests and the 
fixation of ceilings on landholdings. These States attempted to exploit the 
agricultural income-tax to a great extent either by lowering the taxable limit 
or by enhancing the rates. These counteracting measures failed to augment 
the revenue mainly because the effect of the land reforms on the rural income 


20 Report, All Inclm Congress Committee, 7 Jantar Mantar Road, New Delhi, p. 9. 

21 First Five Year Plan, Planning Commission, Government of India, p, 188. 
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structure was too severe to be neutralised through the above measures. Again, 
the enhancement in the rates was limited to the upper income slabs as pointed 
out earlier. 

The plantations were totally exempted from the above land reform measures, 
which explains the inelasticity of the agricultural income-tax receipts in the 
States of Assam and Travancore-Cochin in the face of the brisk pace of land 
reform operations. The yield from the tax in West Bengal was not reduced 
significantly as more than 50 per cent of the revenue has been derived from 
the plantations. 

2’2'3 The Rate Stnictiire of Agricultural Income-taxes 

While, fundamentally, the low yield of the agricultural income-taxes could 
be explained in terms of the income structure of our rural economy affected 
by land reforms, the influence on productivity of the rate structure, especially 
the exemption limit, cannot be ignored. As explained earlier, the exemption 
limits of Rs. 3,000 or more are very high in the context of the economic set-up 
of our rural sector. The initial exemption limits work out at about six to seven 
times the annual income per engaged person in the agricultural sector. It is, 
then, not surprising that the present limits bring only a very small proportion 
of the agricultural income in the tax-net. 

Table 7 

CLASSIFIED LIST OF ASSESSEES ASSESSED TO AGRICULTURAL 
INCOME-TAX BY GRADES OF INCOME IN MADRAS IN THE 
YEAR 1959-60 


Grades of income 

Assessees^^ 

Agricultural income-tax 
demanded (Rs, in thousands) 

Below Rs. 5,000 

1,507 

1,05 

5,001 

~ 10,000 

925 

3,12 

10,000 

— 15,000 

183 

2,02 

15,001 

— 20,000 

67 

1,78 

20,001 

— 25,000 

50 

1,88 

25,001 

— 30,000 

32 

2,03 

30,001 

— 40,000 

44 

3,12 

40,001 

— 50,000 

13 

1,88 

Above 

50,000 

88 

80,38 



2,909 

97,26 


Source : Madras Agricultural Income-tax Department Annual Report, 1959-60. 


22 The number of assessees excludes composition cases. 
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further, the initial rates of the agricultural income-tax in all the States pre- 
clude the tax from yielding a significant revenue from persons having income 
above the exemption limit but less than Rs. 10,000. Most of the assessees under 
the agricultural income-tax consist of the persons who fall in the income range 
between these limits. The classified list of the assessees in Madras supports 
oiir argument. 

The table on p. 298 shows that 87 per cent assessees fail in the income range 
of above the exemption limit but below Rs. 10,000. Their contribution to 
the tax, however, is only 4-3 per cent of the total yield. 

The case of Bihar shows the same phenomenon. The assessees falling below 
Rs. 10,000 but above the exemption limit of Rs. 3,000 formed 84 per cent of 
the total number of assessees in the year 1957-58.^^ 

It is beyond doubt then that the maximum concentration of assessees is in 
the income ranges above the exemption limit but less than Rs. 10,000. However, 
as we have seen in the last chapter, the initial rates in all the Agricultural 
Income-tax Acts are very low. The lump-suin rates in Madias and Mysore 
are even lower than the basic rates. There is reason to believe that due to the 
large concessions inherent in respect of lump-sum rates for composilion of 
the tax, productivity of the tax in the respective States has been undoubtedly 
reduced. The following table would make the point clear. 


Table 7a 

NUMBER OF ASSESSEES AND TOTAL AGRICULTURAL INCOME- 
TAX DEMANDED IN THE MADRAS STATE IN 1959-60 



Total mimber 

Per- 

Total tax 

Per- 


of assessees 

centage 

demanded 

centage 

Assessees who have 
been permitted to 
compound the tax 

49,120 

94-4 

Rs. 75,50,570 

43‘7 

Other assessees 

2,909 

5-6 

Rs. 97,26,101 

56-3 


Source : Madras Agricultural Income-tax Department, Annual Report, 1959-60 


The above tabic shows that 94*4 per cent of the total number of assessees, 
who took advantage of the option to compound the tax in Madras, in 
1959-60 reduced their tax liability. 

In conclusion, we can say that the high exemption limits and the low initial 
rates are some of the factors relating to the structure of the taxes which make 
the agricultural income-taxes in the various States ineffective, as far as 
productivity is concerned. 


3 See p* 183. 
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2-3 Occasional and Random Factors 

The influences characterised as ‘ occasional and random ’ explain mainly the 
variations in the yield from the agricultural income-taxes in the various States. 
Some of the important influences under this category are ; 

(a) Price fluctuations; 

(b) Territorial changes; and 

(c) Natural calamities. 

2*3T The Influence of Price Fluctuations 

The price variations predominantly influence the income from plantations. 
The cause of variations in the receipts from agricultural income-tax in the 
States like Assam and Travancore-Cochin can be easily found in the price 
fluctuations in respect of tea and other plantation crops. The War and the 
post-War boom sent up the prices of tea, coffee and other plantation crops 
skyrocketing. The resulting profits in the plantation sector had been the chief 
incentive for the introduction of agricultural income-taxes by Assam, Coorg 
and Travancore-Cochin. Whenever there was a slump in the tea market the 
receipts seem to have fallen down considerably. But the guarantee given by 
the Government regarding purchase of tea in order to stabilise the prices in 
tea market had a beneficial effect and the tea industry continued to prosper. 
The trend can be seen during the year 1955-56 and onwards when the yield 
in Assam, West Bengal and Kerala (Travancore-Cochin) has been increasing 
year by year. 

The price variations affect the receipts in non-plantation areas also, though 
to a lesser degree* The farmer cannot, to any large extent, control the output 
that he produces and crop yields fluctuate from year to year according to 
climatic factors. These fluctuations in yield inevitably affect prices and farm 
incomes. This in turn affects the yield from the agricultural income-tax. But 
as the tax touches a very small portion of the income in the agricultural sector, 
the influence of price fluctuations is not so pronounced. 

2-3*2 The Influence of Territorial Changes 

This is an external influence. The break-up or the merger of geographical 
area is bound to affect the receipts from the tax. The Partition of Bengal Pro-* 
vinCe in 1947 reduced the yield of all the State taxes, especially the revenues 
from land revenue, agricultural income-tax and stamps. It was the sepafation 
of Orissa that provoked the Bihar State to introduce this tax for the first time 
in India. 

The Reorganisation of the States in 1956 affected the geographical boun- 
daries of many of the States in India and the yield either increased or decreased. 
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de|:>ending upon the inclusion or exclusion of the territories. The yield from 
the tax in Mysore reached a respectable figure because of the inclusion of the 
whole of Coorg State, and the parts of Madras, Bombay and Andhra 
Pradesh. It is the same influence which relieved the landholders in Maratli- 
wada region from the burden of the tax! 

2*3*3 The Influences of Natural Calamities 

Natural calamities also affect the productivity of the tax. The droughts 
and floods take their toll very often and the agricultural production suffers 
gravely on that account. These uncontrollable phenomena shake the economic 
foundation of the agriculturists and adversely affect their incomes. The 
collection of the agricultural income-tax thus declined in the year 1955-56 
and 1956-57 due to natural calamities. The yield from the tax in 1954-55 was 
Rs. 3*87 lakhs which came down to Rs. 2*24 lakhs in the year 1956-57, It is 
the same influence which explains to some extent the reduction in the yield 
of the agricultural income-tax in the year 1956-57 in the States of U.P. and 
Rajasthan. 

3. Administrative Cost 

The expenditure incurred on the collection of the tax involves mainly the 
maintenance cost of the relevant Department. The payment of the officers 
and other staff, the travelling allowances and the maintenance charges of the 
offices, are the chief outlays comprising the cost of collection of the agricul- 
tural income-tax. In some States, special departments have been established 
to look after the collection of the tax. But in Bihar and Orissa, the work of 
collection has been entrusted to the Commercial Taxes Department which 
collects the sales tax, motor vehicles tax, etc., along with the agricultural 
income-tax. In respect of these Stales, no separate figures are given for the 
cost of collection of agricultural income-tax after the Commercial Taxes 
Department took over the administration of the tax. In Rajasthan State, the 
combined establishment for the administration of sales tax and agri- 
cultural income-tax had been fomied; but no separate figures of collection 
costs were mentioned in the Budgets of the State* 

The cost of collection of agricultural income-tax generally forms only a 
negligible portion of the total amount of the tax collected. The proportion of 
the cost of collection to the total tax yield varies from State to State, depending 
upon three factors : 

(a) the structure of administrative machinery employed for the collection 
of the tax; 
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{b) the authenticity of the records available and the general custom among 
agriculturists in respect of the maintenance of accounts bf their income 
and expenditure; and 

(e) the methods of assessment and collection followed by the Department. 

The Statistical Appendix II gives the figures of the costs incurred as well as 
the percentage they form of the total amount of tax collection. It is evident 
from the table that the percentage is the lowest in Assam (less than one per 
cent) where the bulk of the tax comes from the plantations. The problem of 
the maintenance of accounts is not as difficult for the plantation-holders as for 
the landholders. In the case of the latter, the overwhelming majority of whom 
are illiterate, maintenance of accounts in a form which would satisfy the 
officers of the Department gives rise to insuperable difficulties. The accounts 
usually are full of errors for the detection of which the lax-administration has 
to incur a good amount of expenditure. Conditions in plantation areas are, 
however, somewhat different. The plantations have to maintain the accounts 
for purposes of the general income-tax and a portion of their net profits is 
to be excluded as being attributable to the agricultural share of their total 
income. Thus, there is no great difficulty in assessing them to the agricultural 
income-tax on the basis of accounts which they already maintain. In fact, it 
is the authenticity of the records available in plantation areas that prompted 
the Madras Land Revenue Reforms Committee to recommend the agricul- 
tural income-tax, in the first instance, in the case of plantation areas only; a 
suggestion which the State of Madras gladly accepted. Later on, the Madras 
State extended the tax to all types of food crops in order to obtain more reve- 
nue from the source. Before that, the percentage of the cost of collection to 
the total amount collected was only 1 *36. Afterwards, it rose to about 3 per cent. 
The cost of collection in the Mysore State, where the tax has been levied only 
on the commercial crops, is insignificant. Here also, the maintenance of 
accounts is not difficult in view of the commercial nature of crops grown. 

The administrative cost of the agricultural income-tax is disproportionately 
hetvy in Orissa. Separate amount spent for the administration of the agri- 
cultural income-tax has not been given by the Commercial Taxes Department 
when the latter took over this tax under its jurisdiction from the year 1954-55. 
Cost of collection of the agricultural income-tax before the year 1954 formed 
nearly 25 per cent of the amount of tax collected in spite of the fact that the 
exemption limit of the tax was higher (/. e, Rs. 5,000) than that in all other 
States. We have not been able to attribute any reason for this. 

For the purpose of computation of agricultural income-tax in Uttar Pradesh, 
the agriculturist was presumed to have earned an income equal to 7| times the 
rent of land (raised to 12~ times the rent by the 1953 amendment) or any other 
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lower multiple to be laid down for specific localities. This ready-made procedure 
was easy and spared the Department the headache of ascertaining the income 
from the account books of a large number of assessees, resulting in low expenses 
of the Department. This explains the low percentage of the cost of collection 
to receipts obtained from the tax in U. P. (2-54 per cent). 

After the abolition of intermediaries, the work in the District offices relating 
to the agricultural income-tax has decreased and consequently, the expendi- 
ture for the collection of the tax has been reduced due to retrenchment of the 
staff. But as the receipts from the tax also diminished to a considerable extent, 
the percentage of the cost of collection to the total receipts does not show any 
appreciable change. 
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AGRICULTURAL INCOME-TAX IN THE BIHAR STATE : 
A CASE STUDY 


L Introductory 

The agricultural income-tax in the Bihar State has the longest history as it 
was the iirst State to incorporate the tax in its fiscal structure. Bihar is pri- 
marily an agricultural State and most of the revenue from the tax has been 
derived from small assessees. The difficulties encountered while assessing the 
income from agriculture are fully reflected in the administration of the agri- 
cultural income-tax in Bihar. With this viewpoint, a special case study of the 
agricultural income-tax in Bihar State was undertaken. The administrative 
aspect of the tax has been dealt with in detail; it can he taken as a representa- 
tive of the other States also. The loss of revenue due to the administrative 
difficulties and on other accounts is estimated, and finally, the conclusions 
are derived as to the role the tax plays in the economy of the State. 

2. Economic SeHip of Bihar 

Bihar is a predominantly agricultural State. Out of 40*2 million popula- 
tion, about 86 per cent depends for its livelihood on agriculture and this under- 
lines the importance of the income from agriculture to the material well-being 
of the people. The Bihar plains are among the most fertile agricultural tracts 
in India, The soil composition favours the cultivation of almost every crop 
that can be produced in semi-tropical lowlands. North Bihar has a rich alluvial 


soil; South Bihar is a little less fertile.^ 
is classified as follows : 

The total area of 44 • 8 million acres 

Net area sown 

19*8 million acres 

Fallow land 

6-7 

5J 

Forests 

9-5 

55 55 

Barren and unculturable land 

2-2 

55 55 

Culturable waste 

2-6 

55 55 

Permanent pasture and 



grazing land 

0-6 

55 55 

Land put to non- 



agricultural uses 

3-4 

55 55 


1. National Council of Applied Economic Research, Techno-economic Survey of Bihar > 
Asia Publishing House, Bombay, 1959, p. 23. 
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The average net cultivable area in Bihar comes to nearly 85 per cent of the 
topographically usable area, which is taken to be the total area less the area 
under forests and the area not available for cultivation. Irrigation is available 
for 24 per cent of the net sown area. The double cropped area is 31 per cent 
of the net area sown and the trend in this respect has been a rising one as a 
result of increasing provision of irrigation facilities. 

Rice is the predominant food crop while fairly large tracts are under wheat, 
maize, gram and Khesari. Sugarcane, jute, and tobacco are important cash 
crops which together account for 8 per cent of the net area sown. The crop 
pattern of the Bihar State is as shown below. 

Table 8 

STATEMENT SHOWING AREAS UNDER PRINCIPAL CROPS 
IN BIHAR ( IN THOUSANDS OF ACRES ) 


Crop 

1954-55 

1955-56 

Acreage 

1956-57 

1957-58 

1958-59 

Rice (Autumn 1,20,86 
and Winter) 

1,29,71 

1,23,46 

1,22,10 

1,29,26 

Wheat 

15,97 

14,86 

18,82 

11,88 

15,16 

Barley 

8,99 

8,87 

9,22 

7,97 

10,20 

Maize 

17,73 

16,08 

15,53 

17,21 

17,89 

Gram 

13,84 

12,35 

12,24 

11,11 

14,53 

Sugarcane 

3,27 

3,79 

4,03 

3,76 

4,05 

Jute 

2,66 

4,28 

6,89 

4,77 

4,55 

Khesari 

13,19 

16,51 

17,62 

13,03 

21,60 

Arhar 

4,69 

3,51 

3,16 

4,06 

5,15 

Chillies 

51 

41 

57 

1,02 

84 

Tobacco 

29 

31 

41 

35 

40 


Source : Quarterly Bulletin of Statistics^ Bihar, July, 1959, Government of Bihar. 

3. History of the Agricultural Income-tax in Bihar 

In the pre-zamindari abolition period, the tenures were of two types; those 
which were of a permanent nature and those which had been created for a 
temporary period. When the East India Company obtained the Diwani of 
Bihar along with that of Bengal and Orissa in the year 1765 and in 1793, Lord 
Cornwallis fixed the land revenue demand of the estates on a permanent basis. 
The Permanent Settlement, with all its defects, was in operation until its recent 
abolition. Under this system, a small number of people were absorbing a 
major portion of the agricultural income but contributing to the fisc very 
little in proportion to their income. When the Government of India Act of 
...39.. 
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1935 permitted the Provinces to levy a tax on agricultural income, the Bihar 
Government soon decided to utilise the source as it was suffering from a short- 
fall in revenue receipts due to the separation of Orissa and the introduction of 
prohibition in the State. The measure was severely opposed by the landlord 
interests and also by some others in the Assembly on the plea that the pledge 
given in 1793, should not be broken. Ultimately, however, the Government 
succeeded in convincing the landlords on this point^ and thus, the Bihar 
State took the lead in levying this progressive tax on the agricultural sector. 
The main source of the lax was the rent-income collected by the zamindars 
from the tenants, as nowhere did rents press with so much severity on the people 
as in the permanently settled districts of Bihar. It was estimated that Bihar 
and Orissa zamindars were paying one-crore sixty-five lakhs rupees as land 
revenue while they were i*eceiving more than eighteen crores rupees in the form 
of revenues from cultivators. ^ 

The Government expected Rs. 70 lakhs from this tax and it was their con- 
tention that about half of this amount would be leviable from some twenty 
assessees. But the expectation of the Government proved to be too optimistic, 
as the revenue for the first ten years did not go beyond half of the expected 
amount. The revenue reached its peak in 1950-51 when it was Rs. 68*73 lakhs; 
later, however, it started to dwindle year by year and never recovered the lost 
ground. Apart from the countervailing influence of land reform measures, 
the chief deterrent to the productivity of agricultural income-tax has been the 
large-scale evasion that has been taking place in the higher sector of the agri- 
cultural economy. Before analysing the productivity of the tax in the Bihar 
State, we give below a short review of the administrative set-up of the tax in 
the State. 

4. The Administrative Set-up 

When the agricultural income-tax was levied for the first time in 1939-40, 
its administration was entrusted to the Board of Revenue. With ejTect from 
1st May 1944, the administration of the Bihar Agricultural Income-tax Act, 
1938, was transferred from the Board of Revenue to the Finance Department. 
A decision was then taken to set up an altogether separate organisation for 


2 “ What is the inlerprstalion of Regulation I of 1793 which is the sheet-anchor of 
the opposition party? It simply says that the Jama of the landlord has been fixed for ever. 
Now, a large portion of the increment in the rental of the province is ‘ unearned income ’ ; 
markets have improved, society has developed, the prices of things have gone up and 
because of the rise in prices the zamindars arc getting enhancement in the rents from the 
time of Permanent Settlement till now. What possible objection my zamindar friends have 
in contributing a portion of this unearned income to the State ? The land tax is vory 
regressive and it is to reni:^dythis sort of regression that the principle of agricultural income- 
tax has been accepted. ” Finance Minister’s Speech, Bihar Assembly Proceedings, 8th 
September, 1937, VoL 1, Part 11, p. 1690. 

3 Finance Minister’s Speech, Bihar Assembly Proceedings, op, cit,, p. 1678. 
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administering the agricultural income-tax and the sales tax and this led to the 
creation of the Department of Commercial Taxes in August 1944. 

For purposes of administration of the two taxes, the State has been divided 
into 18 circles, each corresponding to a revenue district, except in the cases of 
Patna and Manbhum which were each divided into tw^o cirdes-Patiia urban 
and Patna and Manbhum and Dhanbad respectively. The administrative head 
of a circle was at first designated as Agricultural Income-tax-cum-Sales Tax 
Ofi&cer; later, the designation was changed to Superintendent of Commercial 
Taxes. In each circle, one or more Junior Officers, designated as Assistant 
Superintendent of Commercial Taxes, were also posted to assist the Superin- 
tendent. In addition, Agricultural Income-tax Officers were posted in impor- 
tant circles for assisting the assessing officers of the circles in the examination 
of the accounts of the assessees as well as in enquiries and investigations. The 
circles in each of the four revenue divisions of the State have been placed under 
a senior officer designated as Assistant Commissioner of Commercial Taxes, 
who, besides functioning as an appellate authority in respect of certain 
categories of cases, also exercises general supervision and control over the 
work of all the circles in the Division. 

During these years, the work of the Department has been steadily increasing. 
In some of the circles the volume of work had become almost unmanageable. 
It was, therefore, decided for administrative efficiency as well as for the con- 
venience of the assessees, to set up sub-circles in some important sub-divisions. 
Each sub-circle was placed in charge of a Senior Assistant Superintendent of 
Commercial Taxes for dealing exclusively with the assessees of the area, though, 
for purposes of general administration, the sub-circle continued to be a part 
of the circle. 

As the work of the Commercial Taxes Department progressed, cases of tax- 
evasion started coming to notice and it was found that the limited local juris- 
diction of the circle officers sometimes stood in the way of their detecting and 
preventing such evasion. It was, therefore, decided to set up an Intelligence 
Branch at the Headquarters of the Department and to place it in charge of a 
Superintendent of Commercial Taxes having jurisdiction all over the State, 
The Intelligence Branch was accordingly created, on a temporary basis in the 
first instance, on 21 August 1945; later, it became a permanent department. 
The main function of the Branch is detection of the cases in which evasion of 
the tax is attempted or committed by an assessee, or by persons liable to assess- 
ment through suppression of their taxable quantum or otherwise. 

The Department of Commercial Taxes administers now as many as five 
taxes apart from the agricultural income-tax; these are (1) the sales tax; (2) 
the tax on a sale of motor spirit; (3) entertainment duty; (4) electricity duty 
and (5) tax on all passengers and goods carried by public service motor vehi- 
cles in the State. Among all these taxes, the contribution of the sales tax is 
the highest. The contribution of the agricultural income-tax. was next to that 
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uptd 1953-54; since then, however, due to the abolition of zamindaries^ the 
revenue frdm the agricultural income-tax has been declining. The contribu- 
tion from this tax was as high as 12*24 per cent of the total collection of com- 
mercial taxes in 1950-51 ; the present figure is as low as 3 per cent of the total 
commercial taxes of Bihar State. 

5. Administrative Procedure of Assessment 

Assessments are made by the Agricultural Income-tax Officers* Persons 
with taxable agricultural income are under obligation to furnish returns of 
income suo motu in response to a general notice published by the Agricultural 
Income-tax Officer, Section 19(1) of the Bihar Agricultural Income-tax Act 
applies to a person who decides himself that he had an assessable income in 
the previous year. A notice under Section 19(2) is issued against persons, who 
do not submit returns in response to notice under Section 19 (1) but whose 
income, in the opinion of the Agricultural Income-tax Officer exceeds the non- 
taxable limit. After the expiry of the financial year, if the Agricultural Income- 
tax Officer discovers that no return under Section 19(1) has been received from 
a person and no notice under Section 19(2) has been issued against him 
(though in the opinion of the Agricultural Income-tax Officer the agricultural 
income of the previous year of that person has exceeded the non-taxable limit), 
the Agricultural Income-tax Officer issues a notice as provided in Section 29 
of the Act. Section 29 of the Act clearly mentions that if upon information 
which has come into his possession, the Agricultural Income-tax Officer is 
satisfied that any agricultural income chargeable to agricultural income-tax 
in any year has for any reason escaped assessment or has been underassessed, 
he may serve on the assessee a notice and proceed to assess or reassess such 
income to tax. The tax is charged at the rate at which it would have been 
charged, had the agricultural income been assessed or fully assessed in that 
year. 

If the Agricultural Income-tax Officer is satisfied that a return made by 
an assessee under Section 19 is correct and complete, he determines the sum 
payable on the basis of such return. But if the officer is not so satisfied, he 
serves a notice on the assessee to produce sufficient evidence in support of 
the return made by him. If in spite of this, the assessee fails to submit the 
return or to produce evidence in support of his doubtful return, the officer, 
after giving the assessee sufficient time to comply with the terms of the notice, 
starts to make the assessment to ‘ the best of his judgment ’ and determines 
the sum payable by the assessee on the basis of such assessment.^ 

Where an assessee is not a habitual defaulter, reasonable facilities are offered 
in regard to the extension of time for payment of the assessed tax or grant of 


4 The Bihar Agricultural Income-tax Act, 1948, Section 20 (4). 
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instalments. After an assessment is made, the assessee is usually served 
with a notice of demand and is given a reasonable time to pay the tax or to 
secure ‘ stay orders ’ from the Appellate or Revisional Authorities. It is only 
When he defaults and fails to secure a ‘ stay order ’ that necessary action for 
enforcing the demand is taken against him. This is done either by imposing a 
penalty for non-payment after giving due warning or by sending a requisition 
to the Collector of the District for initiating a certificate proceeding. 

There are several cases of understatement of income due to concealment or 
inaccurate statement. For such offences, penalties are provided in Section 21. 
Again, if any person fails, without reasonable cause or excuse, to furnish the 
returns, a penalty of not exceeding five rupees for every day of delay has been 
provided under Section 41. An assessee denying his liability to be assessed 
under the Act or objecting to any order asking him to pay the penalty has a 
right to file an appeal to the Appellate Authority. 

Appeals against assessments by a Superintendent or an Assistant Superin- 
tendent lie with the Assistant Commissioner upto a certain monetary limit, 
beyond which the appeals lie to the Deputy Commissioners. Revisions of mis- 
cellaneous orders, other than assessment orders, also lie with the Assistant 
Commissioners. Revisions against the orders of the Deputy Commissioners 
lie generally with the Board of Revenue. A reference to the High Court may 
be made against the Board’s order on the points of law under the Bihar Agri- 
cultural Income-tax Act. 

Rules under the Act have been framed laying down the general procedure 
in regard to the submission of returns, filing of appeals and revisions, refunds and 
other ancillary matters. Rates of depreciation of capital assets have also been 
prescribed under the Rules.^ The amendments in the rate structure are to 
be made through the Bihar Finance Act. 

6. The Rate Structure of the Bihar Agricultural Income-tax 

The exemption limit of Rs. 3,000 in the Bihar State, where the majority of 
holdings are small in size, appears to be high. This limit works out at about 12 
to 14 times the annual income per engaged person and 30 to 40 times the per 
capita annual income in the agricultural sector of the Bihar State. 

The table on p. 310 shows that the per capita and per engaged person annual 
incomes in the agricultural sector of the Bihar State are miserably low. They 
are even lower compared to average all-India figures. In this context, exemp- 
tion limit at Rs. 3,000 should be considered really high as it allows a large 
proportion of the agriculturists to escape the tax-net. In consequence, the 
assessees form a very negligible proportion of the total agricultural popula- 
tion of the State. 


5 See Appendix to Chapter 15. 
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Table 9 

PER CAPITA ANNUAL INCOME AND PER ENGAGED PERSON 
ANNUAL INCOME IN THE AGRICULTURAL SECTOR OF THE 
BIHAR STATE 



Per capita annual income 
of agricultural classes 
( in Rs . ) 

Per engaged person annual 
income ( in Rs . ) 

1953-54 

93-51 

m-s3 

1954-55 

64-22 

190-85 

1955-56 

79-11 

235-11 

1956-57 

86-37 

249-73 

1957-58 

72-47 

215-59 


Source : Directorate of Economics and Statistics, Government of Bihar. 


The supertax has made the rates applicable to higher income brackets 
fairly progressive. However, the rates applicable to the initial three or four 
income slabs are very low. The rates as applicable to the first two taxable 
slabs ( i. e., total income Rs. 5,000 and Rs. 10,000) take off 3 ■ 5 per cent and 
7-25 per cent of the assessable income. Assessees falling under these two 
categories, whose income constitutes on an average 20 and 40 times the per 
capita annual income of agricultural classes respectively, formed 87 per cent 
of the total assessees in the year 1957-58. Thus, when the maximum concen- 
tration of assessees is in the income ranges below Rs. 10,000, the progressi- 
vity only in case of the higher income slabs makes the rate structure inelfective 
from the point of view of productivity, 

7. The Productivity of the Agricultural 
Income-tax in Bihar 

As we have mentioned earlier, the Bihar Government expected Rs. 70 lakhs 
initially from the tax but the receipts came near that figure only once, i. e., 
in 1950-51, when it was Rs. 68.73 lakhs. Before that, due to the high exemp- 
tion limit (Rs. 5,000), and also because of the low rates of the tax, the yield 
from the tax was below expectations. The tax was imposed in the year 1939- 
40 and during the first ten years of its operation, the number of assessees 
per year did not go beyond 2,000. For the first five years, the number was 
even less than 1,500. The higher exemption limit coupled with the ‘ multiple- 
of-rent ’ method of assessment were the chief contributing factors for the 
smallness of the number of assessees under this tax. The assessees, however, 
increased in 1949-50 when the exemption was lowered from Rs. 5,000 to 
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Rs. 3,000 and the optional method was given up. The full effect of these changes 
became visible in the increased number of assessees from the year 1950-51. 
The maximum number of assessees during the first decade of the operation of 
the tax was in the year 1946-47 when it was 1,825; it rose to 7,626, /. more 
than four times in 1950-51 and for the next three years, it remained between 
7,600 to 7,700. The number increased abruptly in 1953-54 when the work of 
the detection of the evasion by the Intelligence Branch c.ame into full swing. 
Next year, again, the number of assessees increased. Hov/ever, it started declin- 
ing from the year 1956-57. It came down from 9,257 in 1954-55 to 5,690 in 
1956-57. 

A statement showing the number of assessees by grades of income and tax 
liability thereon for the year 1957-58 prepared by the Commercial Taxes 
Department is reproduced in Table 10. In that year, out of 5,707 assessees 
who paid the tax, 52 ’ 5 per cent were assessees having income between 
Rs. 3,000 and Rs, 5,000, Persons having less than Rs. 10,000 income constituted 
80 per cent of the total assessees while those having more than Rs. 20,000 in- 
come formed 2 * 3 per cent of the total tax-payer. 

Table 10 

STATEMENT SHOWING THE NUMBER OF ASSESSEES BY GRADES OF 
INCOME AND TAX LIABILITY IN RESPECT OF BIHAR 
AGRICULTURAL INCOME-TAX FOR THE YEAR 
1957-58. 



Grades of income 

Number of 
assessees 

Income deter- 
mined 

Tax 

assessed 

1. 

3,001 

to 

5,000 

3,016 

1,32,42,199 

5,40,005 

2. 

5,001 

to 

10,000 

1,956 

1,30,48,007 

6,36,707 

3. 

10,001 

to 

15,000 

474 

71,58,005 

5,05,229 

4. 

15,001 

to 

20,000 

131 

20,07,762 

1,57,744 

5. 

20,001 

to 

25,000 

59 

11,06,219 

1,11,386 

6. 

25,001 

to 

35,000 

47 

13,89,522 

1,31,492 

7. 

35,001 

to 

45,000 

10 

3,91,063 

64,103 

8. 

45,001 

to 

55,000 

5 

2,37,650 

54,214 

9. 

55,001 

to 

65,000 

4 

2,40,775 

52,981 

10. 

65,001 

to 

75,000 

1 

51,601 

9,579 

11. 

75,001 

to 

90,000 

1 

77,390 

23,709 

12. 

90,001 

to 

1,00,000 

3 

2,88,496 

99,356 

13. 

1,00,001 

to : 

2,00,000 

1 

1,34,043 

45,743 

14. 

Over Rs. ; 

2,00,000 

— 

— 

— 


Source : Department of Commercial Taxes, Government of Bihar. 
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Net agricultural income of the Bihar State (at current prices) in the year 
1957-58 was Rs. 260*04 crores. The assessed income under the agricultural 
income-tax, which was Rs, 3 '94 crores formed only 1 *5 per cent of the net agri- 
cultural income. It was less than one per cent in the previous year. The revenue 
from the agricultural income-tax formed a negligible proportion of the net 
agricultural income. 

As explained in Chapter 18, the agricultural income-tax plays a very minor 
role in the State’s fiscal system. It forms little more than one per cent of the 
State’s own tax revenue at present. The trend in the agricultural income-tax 
revenue in the State and the proportion the latter forms in the State tax revenue 
have been shown graphically. 

The causes of the low productivity of the tax in the State are not dijBBcult 
to find. The high exemption limit which is out of tune with the income struc- 
ture in the agricultural sector of the State is one of the important 
influences working on the productivity of the tax. The average size of the 
holdings is only 3 acres, much less than All-India average of 6 acres. The dis- 
tribution of ownership holdings in the State shows that about 85 per cent 
holdings are below five acres. The holdings above 30 acres are less than 0*5 
per cent.^ The subsequent land reform measures reduced the assessable 
incomes of big landholders. The abolition of the Permanent Settlement and the 
conversion of all Bhouti lands into Nagdi lands in the State’ affected directly 
the rented income of the big assessees. The exemption limit of the agricultural 
income-tax, coupled with the low initial rates, account for the low productivity 
of the tax. It is really strange that to compensate the loss of revenue due to 
those land reforms in the year 1952 onwards, the Bihar Government did not 
raise the rates like other States. The last amendment in the rate structure was 
introduced in 1949 after which the Government left the rate structure un- 
touched. This indifference contributes in no small measure to the insignificant 
receipts from the tax during the post-zamindari abolition period. One more 
reason for the low productivity of the tax is the underassessment of the agri- 
cultural income of the assessee. The best of judgment method, in the absence 
of the accounts, relies on the discretion of the assessing authorities. In that 
respect, cases are known where the net annual income from one bigha was 
considered to be Rs. 30 and, sometimes, even Rs. 25.® While these are the 
extreme cases of leniency on the part of the Department, the fact of under- 
assessment is undoubted. Other factors responsible for the insignificant 
yield of the tax are to be sought in the large-scale evasion taking place in the 


6 S, R. Bose, ‘A Survey of Landholdings in Bihar’ Quarterly Bulletin of Statistics , Bihar, 
April, 1956, Directorate of Economics and Statistics, Government of Bihar. 

7 In other words, the system of raiyotwari settlement was introduced in the State 
after the abolition of zamindari interests in land. 

8^ In the Bihar State, 20 Katthas « one Bigha; one Bigha and 12 Katthas— one acre. 
On this basis, the net income per acre comes to Rs. 40 to Rs. 48 only. 
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agricultural sector as well as the administrative difficulties the Department 
has to face while administering the tax. Before analysing these factors, an 
attempt has been made to estimate the loss of revenue, i. e., the difference 
between the potential yield and the realised yield from the agricultural 
income-tax. 

8. The Loss of Revenue 

Barring the income gained from animal husbandry and forestry, the contri- 
bution of agriculture to the national income of Bihar State was more than 
48 per cent in the year 1957-58, the latest year for which the figure of the entire 
State income is available. For the same year, the agricultural income of India, 
which also includes the income from animal husbandry, fishing, etc., formed 
48 per cent of the national income. If the predominance of an inelastic 
source like agricultural income is any index of India’s backwardness, “ the 
State of Bihar is a backward State in a backward country.” ® The size and 
distribution of holdings show that small holdings predominate. The percentage 
distribution of land among the different sizes of holdings shows naturally 
a much greater concentration round holdings of small size. 

A sample survey of landholdings and cultivation was carried out on All- 
India basis in 1954-55 with the co-ordination of Central and State Govern- 
ments. The survey was conducted in Bihar State from September 1954 to 1955. 
The Ministry of Food and Agriculture of the Government of India asked all 
the State Governments, on bahalf of the Planning Commission, to undertake 
a census of landholdings and cultivation in order to collect information on the 
distribution and size of landholdings, which was considered necessary for 
formulating a land policy. The Planning Commission was interested only iii 
the ownership of agricultural lands. Therefore, in compiling the figures of the 
area of agricultural land, the forest area (if any), barren and unculturable 
land and land put to non-agricultural uses were excluded before the size of 
the holding was ascertained. All the acres of ordinary agricultural land were 
converted into standard acres, for which the scales of conversion were decided 
upon. According to that, all agricultural land (paddy land, Bhit land, cultura- 
ble parti land) was converted into standard acres in terms of a unit or standard, 
which represented the very best land growing paddy and irrigated from per- 
ennial sources such as canals, tube-wells, etc. The best piece of land was 
treated as sixteen anna land and lower anna values were assigned to inferior 
lands. 

The number of individual holdings in the State is estimated at 6 • 1 million 
and the quantity of agricultural land comprised in all the individual holdings 


9 National Council of Applied Economic Research, Techno-economic Survey of Bihar, 
op. cit. , p. 75. 

.. 40 .. 
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Table IJ 


PERCENTAGE DISTRIBUTION OF INDIVIDUAL OWNERSHIP HOLDINGS 
ACCORDING TO THEIR SIZE IN STANDARD ACRES.^o 


Grade of holding 

No. of 
holdings 

Percentage area 
in holding 

Upto 1 acre 

61-3 

16-1 

1-0 to 2*5 acres 

23-5 

26-6 

2*6 to 5 acres 

9-8 

23-7 

5*1 to 7-5 acres 

3-2 

13-5 

7^6 to 10-0 acres 

M 

6-8 

10-1 to 15*0 acres 

0-7 

6-2 

15-1 to 30*0 acres 

0-3 

4-1 

30*1 to 50 ’0 acres 

007 

1-9 

Above 50 acres 

001 

M 


100-00 

100-0 


Source ; Quarterly Bulletin of Statistics, Government of Bihar, April, 1956. 

was estimated at 17 million acres in terms of ordinary acres, which become 
8 • 5 million acres (almost exactly half), when converted into standard acres.^^ 

The distribution of landholdings in terms of standard acres is very conveni- 
ent for our purpose. The differences in the fertility of different pieces of lands 
are wiped out and all types of land are standardised in terms of one unit. In 
order to find out the potential productivity of the tax, the year 1957-58 has 
been taken for analysing the range of loss of revenue. The income from schedule 
A^ L e., the rental income, was totally absent in that year.^^ The main 
source of all taxable income was income from schedule B, i, e,, the income from 
cultivation. The best standard acres of land growing rice were abundant in 
the Manbhum District in the erstwhile Bihar State (this area was transferred 
to West Bengal in the wake of the Reorganisation of States). The output from a 


10 The definition of ownership holdings is given as ‘ a plot of land was considered to 
be owned by a person, if he held it with a right of permanent heritable possession, with or 
without the right to transfer such title ’. Bose S. R. ‘ A Survey of Landholdings in Bihar 
Quarterly Bulletin of Statistics, Bihar, April 1956, Directorate of Economics and Statistics, 
Patna. 

11 This may mean either that land of average quality predominated in Bihar or that 
inferior quality land and superior quality are about equal in extent. — Ibid. 

12 The rental income vanished after the abolition of zamindaries. But the arrears of 
rent were being collected and the tax on them was being paid upto the year 1956-57. 
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Standard acre was 14 maunds or more of ride per annum. For illustrative pur- 
pose, the output has been taken as 14 maunds of rice per standard acre. The 
harvest price of medium rice in 1957-58 was Rs. 21-4-0 per maund. Hence^ 
roughly it follows that the gross income per acre ought to be Rs. 290 in that 
year.^^ 

The cost of cultivation should be deducted in order to arrive at the figure 
of net income per acre; however, the data for the same are not available. 
But on the basis of the studies in the Economics of Farm Management under- 
taken in the States of Uttar Pradesh, West Bengal, etc.,^^ might take nearly 
50 per cent of output as farm business income.^^ Under this assumption, the net 
income per standard acre can be taken as Rs. 150.^^ It may be safely concluded 
then that the ownership of land in excess of 20 standard acres should fetch 
an income in excess of the agricultural income-tax exemption limit of 
Rs. 3,000. When graphically interpolated, we find that the holdings above 
20 acres cover 5*6 per cent of the total area in the State. The quantity of agri- 
cultural land comprised in all the individual holdings in terms of standard 
acres is estimated at 8*5 million acres. Hence, the area covered by the 
holdings in excess of 20 standard acres must be 4,76,000 standard acres. The 
total taxable income, therefore, comes to Rs. 7-14 crores. On the experience 
of Bihar, the average rate of tax on assessed agricultural incomes amounts to 
6-5 to 7 per cent. In the case of U. P., the percentage is 6-7. Assuming the 
average rate of 6-5 per cent, the tax assessed on the above income comes to 
about Rs. 47 lakhs. The actual tax demand in the year 1957-58 was Rs. 24*32 
lakhs only. 

NoWj the above distribution of holdings according to their size is itself an 
understatement, especially in the case of large landholdings. The area covered 
by the individual holdings in the survey is 17 million ordinary acres; hoWever> 
it was estimated that, the area of private ownership in Bihar was not likely to 
be less than 24 to 26 million acres. As the sampling unit was the rural house- 
hold, the owners settled in urban areas have escaped the sampling net. Yet, it 
is very probable that owners of comparatively large landholdings might not 
have given correct information as to all the lands owned by them. The income 
from the land growing cash-crops like sugarcane, tobacco of jute is slightly 


13 For other years also, the figure for gross income Can be had by multiplying the 
harvest prices of respective years to the normal output expected from the ‘ standard acre \ 

14 These studies have been undertaken by the Ministry of Food and Agriculture, 
Government of India, 

15 Farm business income is taken as really a measure of the total earnings of the 
operator and his family as entrepreneur and for management of the farm and for his labour 
and capital invested in farming. 

16 I. S. Gulati estimates the net income per •' average acre at Rs. 145., Resource Pros- 
pects of the Third Five Year Plarty op, cit,^ p. 68. Our estimate related to the ‘ standard acre 
land’, is comparable to his. 

17 See S. R. Bose, A Survey of Landholding in Bihar, op, cit. 
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higher. In the above estimate, the cash-crops are completely ignored. Consider* 
ing the under-recording of area covered by big landholdings and the non- 
inclusion of cash crops in the above estimate, the ultimate figure of the poten* 
tial productivity of the tax will reach much higher level* 

9, Evasion and Avoidance 

Not only is the predominance of small holdings mainly responsible for the 
low productivity of the tax, but the marginal holdings offer much scope for 
evasion. The administrative machinery finds it very difficult to tap the border- 
line cases and these assessees easily escape the tax net. In 1957-58, the number 
of assessees in the grades of income from Rs. 3,000 to Rs. 5,000 and Rs. 5,001 
to Rs. 10,000 was 3,016 and 1,956 respectively. It was believed, however, that 
at least an equal number of marginal cultivators may have escaped the tax 
altogether. Even the big landlords are guilty of evasion and avoidance of the 
tax. 

The tax could be evaded by one of two methods; either by not declaring his 
assessable income or by showing false accounts and thus returning a lower 
income than what actually accrued to him. The deliberate failure to submit 
returns of income even though liable to pay tax or the understatement of the 
income actually derived are the methods which are followed by most of 
persons or assessees to escape the non-agricultual income-tax. But in the case 
of agricultural income, the methods are much easier to practise. Maintenance 
of accounts has not usually been done by the agricultural income-tax assessees. 
Petty landholders cannot afford to appoint ‘ Munims ’ for the purpose. Hence, 
the administration has to take resort of the arbitrary method of best of judg- 
ment which does not do full justice to the actual legal liabilities of the tax- 
payers. 

The proportion of those maintaining accounts is comparatively higher in 
the case of big landholders, but to submit false accounts to the Department is 
a very common method of evasion. Apart from the overstatement of deduc- 
tible expenses, the big assessees return a lower income than what actually 
accrued to them. In this respect, (1) they conceal the information regarding 
the type of crops grown on their land, whether cereal crop or cash crop; (2) 
they conceal the information about all the holdings owned by them situated 
in different areas. The landholders may own holdings situated in different dis- 
tricts and naturally, the administrative machinery finds it very difficult to get 
a consolidated figure regarding their total holdings in the State. Hence, either 
they do not pay the tax for some holding or they pay less amount of tax due to 
the splitting of the tax base. 

9*1 Hindu Undivided Families 

The above instances point to the illegal evasion on the part of the assessees, 
but there are also cases of legal avoidance by the Hindu Undivided Families. 
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The device is simple. The joint family shows apparently a separation of the 
family. The Karta of the joint family proves that the total land in the possession 
of the family has been divided and registered under different names. Actually, 
the division is on paper only and all the coparceners continue to operate as a 
joint family for all other purposes^ e. g. they stay together, they dine together 
and so on. This results in a large loss of revenue either by (1) bringing in a 
number of joint families below the exemption limit or (2) reducing their tax 
liability. Numerous appeals were filed by such assessees, refusing to be assessed 
under Section 11 of the Bihar Agricultural Income-tax Act, and, instead, 
asking the revenue authorities to assess the coparceners separately. The con- 
troversy was set at rest by the important decision by the Patna High Court 
in the case of Kumar Taranand Singh, petitioner, vs. The State of BiharP 
Their Lordships held that ‘ physical division of the property by metes and 
bounds is not necessary for claiming partition. What is enough for the dis- 
ruption of the joint status is just explicit and unequivocal intention to separate. " 
The High Court also discussed the absence of the provision such as Section 
25A of the Indian Income-tax Act^^ in the Bihar Agricultural Income-tax 
Act and held that as there is no such provision in the Bihar Act, the general 
principle of Hindu Law of Partition will apply. The petitioner, who had taken 
the matter to the High Court, won the case and the decision was against the 
State. That made the assessment of such cases more difficult and more trouble- 
some. Mere volition of all coparceners to separate was to be accepted as a 
severance of status and hence, all the cases pending on this point of law were 
immediately disposed of in favour of the assessees.^ Consequently, the 
separation became the rule, the jointness, the exception. The decision 
encouraged the assessees to show the apparent division in a family with the 
result that the Govermnent had to forego a large amount of revenue on 
this account. 

10. The Methods of Detection 

As stated earlier, the Government maintains the Intelligence Branch under 


18 This Section provides for the assessment of the total agricultural income of H. U. F. 
as income of one individual and assessed as such. 

19 M. J. C. No. 278 and 279 of 1955, dated 11 August, 1959. 

20 This Section was inserted in the Income-tax Act III of 1928. The sub-clause (3) 
was inserted by Act XXII of 1930. The Section contemplated that there should be firstly a 
finding that the Hindu joint family as such has disrupted and secondly, a finding that the 
joint family property has been divided among the various members or groups of members in 
definite shares. It is not enough that mere disruption of the joint family should be proved. 
There must also be, by content or otherwise, a definite ascertainment of the shares of the 
different members composing the Hindu family. 

21 In the case of Avadh Narain Singh vs. The State of Bihar, the Advocate appearing 
for the assessee cited Section 325(1), 325(2) of the Hindu Law to show the nature of the 
partition or severance of joint status in the matter of individual volition and held that the 
de facto division of the property and share is not essential. The High Court decided the case 
in favour of assessee. One more important case on this point of law is that of Pandit 
Ravmeshwar Misra vs. the State of Bihar (M. J. C. 168 and 169 of 1956), 
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the supervision of the Superintendent of Commercial Taxes in order to deted 
cases of evasion in respect of all the taxes administered by the Department. 
But, as it is, the Department finds it very difficult to detect the cases of evasion 
of agricultural income-tax. Before the passing of the verdict by the High Court 
fegarding the severance of status of joint family, the Intelligence Branch had 
the unenviable job of detecting whether the partition has taken place or not. 
As the local people are supposed to be well acquainted with the assessee’s 
status, the Branch had to rely on local enquiry and it was supposed to report 
to the Commercial Taxes Department about the position of the assessee. But 
the local people have shown great reluctance to give the necessary information 
to the Government officials. Cases are not infrequent when anonymous letters 
regarding the assessees had been received by the Department. Such reports, 
however, were found to be frivolous, and written out of personal malice or 
enmity. The Department had to send circulars to all Circles, asking them to 
scrutinise such information closely and thoroughly. The decision of the High 
Court in the Kumar Taranand Singh case has changed the whole situation 
concerning this matter. The Branch is helpless in the matter of legal avoidance 
in this respect. 

The detection of the marginal cases poses real difficulty for the Branch as it 
is troublesome to conduct enquiries about the potential assessees, who happen 
to stay in small villages far from the headquarters of the circles. What is worse, 
after the enquiry goes through the proper channels, nothing may come out of 
it, and if at all anything does, it does not compensate for the great hardship 
borne by the Branch officials. It is very difficult to estimate the range of eva- 
sion on this account but at any rate, it is not insignificant. 

\ 

11. The Collection of the Tax 


The tax is very difficult to collect, as is evident from the large amount of 
arrears which have accumulated from year to year. The arrears show a rising 
trend as shown below : 


Year 

Accumulated total of arrears ifi Rs. 

1946-47 

4,77,611 

1947-48 

4,08,160 

1948-49 

9,64,285 

1949-50 

20,23,157 

1950-51 

25,22,009 

1951-52 

23,62,472 

1952-53 

28,08,052 


22 Memoranda by Bihar to the Taxation Enquiry Commission (1954), Appendix V. 
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With the enhancement in the rates in 1948 and 1949, there was a rise in the 
quantum of assessment; the arrears also correspndingly increased. One more 
reason for the heavy arrears, the cause of which should be sought in the admi*- 
nistration itself, is that there is a tendency in a number of circles and sub- 
circles to make assessment under the Agricultural Income-tax Act for a 
number of years, making it increasingly difficult for the assessees to pay heavy 
dues quickly. 

In spite of an intensive collection drive, the arrears continued to rise, as 
many of the big estates began defaulting in payment either on account of their 
estates having been taken over by the Government or notified for being taken 
over. Afterwards, their dues were adjusted in the compensation payable to 
them. Still, a large portion of the arrears is outstanding because of pending 
legal action. The figures available for the years 1956-57 and 1957-58 speak 
for themselves. The tax assessed in those years was Rs. 35,41,023 and 
Rs. 24,32,228 respectively, but the actual collections were Rs. 23,55,809 and 
Rs. 15,15,398, /. e. 66*53 per cent and 62*30 per cent respectively. 

The arrears are being locked up through various procedures, such as 
certificates, stay orders, penalty proceedings, etc. Some remained outstanding 
due to sheer administrative inaction. The certificate procedure, in which the 
certificates have been issued by the Collector to the defaulters in paying the 
tax dues before the scheduled period, has apparently not proved satisfactory 
to meet the needs of the present day administration. In the survey of public 
administration in India by Mr. Paul H. Appleby, the view is expressed that 
too much leniency is probably being shown regarding stay of tax collection. 
The problem of arrears has become a real headache to the Department, 

11.1 Pendency of the Proceedings 

There are large numbers of proceedings related to the Agricultural Income- 
tax Act pending for disposal in all the circles and sub-circles. In the course 
of Inspection of one of the sub-circle offices, it was found by the Commissioner 
that out of 1,100 proceedings relating to all the six statutes concerning the 
commercial taxes, as many as 690, i. e., 62-73 per cent proceedings related to 
the Agricultural Income-tax Act.^^ The reason for this state of affairs is that 
a number of new proceedings against the escaped assessees on receipt of infor- 
mation received from the circle officers have been initiated. Since, in each case 
of escaped assessees, notices for six years at a stretch are required to be issued 
in accordance with Section 29, the figures of pending cases have abnormally 
increased. Again, there has been a tendency to postpone these proceedings on 
one ground or the other. Recently, after repeated circulars from the Deputy 
Commissioner of Commercial Taxes (Admn.), the authorities have been endea- 
vouring to dispose of the pending cases as speedily as possible. 


23 See Circular published in the Bihar Commercial Taxes Gazette, March, 1959. 
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Table 11 A 


STATEMENT SHOWING THE NUMBER OF APPEALS FILED BEFORE 
THE ASSISTANT COMMISSIONER AND DISPOSED OF 
DURING THE YEARS 1950-51 to 1956-57 



1950-51 

1951-52 

1952-53 

1953-54 

1954-55 

1955-56 

1956-57 

Total 

2,890 

3,735 

5,317 

6,674 

7,716 

7,345 

7,139 

Number 

disposed 

of 

169 

739 

1,178 

1,560 

3,151 

2,992 

3,754 


11.2 Appeals 


Appeals in cases of assessments of income upto Rs. 50,000 lie with the 
Assistant Commissioners and in respect of higher income with the Deputy 
Commissioner of Commercial Taxes. Both types of appeals show, on the 
whole, a rising trend. The figures for the number of cases filed during the year, 
in addition to the number of cases pending from the previous year before the 
Assistant Commissioner and the Deputy Commissioner are available for the 
years 1950-51 to 1956-57, which are reproduced below. 

Table 12 


STATEMENT SHOWING THE NUMBER OF APPEALS FILED BEFORE 
- deputy COMMISSIONER OF COMMERCIAL TAXES AND DISPOSED 
<^F DURING THE YEARS 1950-51 to 1956-57 


1950-57 


-^^952^53 1953-54 1954^'^^ 955-56 1956-57 


150 

244 

360 

536 

80 

114 

184 

207 



Total 79 

Number of cases 
disposed of g 


nimbe/of <li5p3jTho!»rrr£„g™ld°Tr'’ the 

pending cases before the Assistant^Comm' of disposals to the 

52-6 in 1956-57. The casfs 26-6; it was 

loner were 79 and the disposals wefe 10 ^ Commiss- 

W8s 33.8 per cent in I 95 I 57 . ^ corresponding figure 
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The general nature of the complaints lodged by the assessees against the 
Department can be summarised as follows : — 

(1) The usual complaint of the assessees is regarding overassessment by 
the Department. Most of the assessees do not keep accounts and the best of 
judgment method followed by the Agricultural Income-tax Officer is usually 
challenged by the assessees. Even the rough estimate amounting to Rs. 25 to 
Rs. 30 net agricultural income per bigha has not found favour with the 
assessees and several appeals have been filed by them on this score. 

(2) The income from schedule C, viz,, income derived from buildings used 
for agricultural operations gives much room for controversy. 

(3) Conflicting views arise as regards the interpretation of Section 19(1) 
and (2) whether a particular case comes under sub-section 1 or 2. In other 
words, opinions differ as to whether the return is to be furnished after the 
publication of general notice or whether the assessees have to wait for the 
special notice. 

(4) The interpretation of Section 29 has been a matter of conflicting views. 
This Section provides for the taxing of the income escaping assessment fully 
or partly. The Agricultural Income-tax Officer has the right to reassess the 
income for previous years too, as provided in this Section. Sub-clause {a) 
specifically mentions that if the assessee has deliberately concealed or omitted 
the income, the officer may serve on the assessee a notice asking him to submit 
the returns for the previous six years. The sub-clause (i) provides that in any 
other case, a notice asking the returns for the previous three years should be 
served. The term ‘ in any other case ’ is rather vague and appeals have been 
filed by the assessees submitting that they are not subject to clause {d) 
and hence, they should not be assessed for the previous six years. 

(5) Complaints are lodged against the provisions of Section 41 which expli- 
citly says that 

If any person fails, without reasonable cause or excuse, to furnish the returns, the 
authorities may direct that such persdn shall, by way of penalty, pay a sum not exceeding 
five rupees for every day after the due date during which the default continues. 

The assessees are usually reluctant to pay the penalties imposed on them and 
they immediately go to the higher authorities demanding the cancellation of 
those penalties. 

(6) The cases of Hindu Undivided Families had always been matters of 
controversy. How far the separation of joint family is genuine and whether 
the partition — decree should be treated as the last word on severance — had 
been the problems on which a large number of appeals had been pending. All 
the appeals on this point, however, were disposed of after the famous ruling 
of the Patna High Court. 

... 41 , . 
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12. Land Revenue and the Agricultural Income-tax 

These are two basic taxes on agricultural land and income in the Bihar 
State. Before the abolition of the zamindari system in Bihar State, the land 
revenue system was dependent upon the type of tenure in vogue in different 
parts of the State. In the permanently settled estates which covered over 
90 per cent of the area, the land revenue was fixed in perpetuity in 1793. The 
remaining area was 'either temporarily settled or was kept under direct 
management by the Government. As regards the temporarily settled 
estates, the land revenue was revised generally at intervals of 30 years. 

The position of land revenue in the State finance was very important upto 
the year 1942-43. Land revenue fonned 36-6 per cent of the total tax revenue 
of the State in the year 1939-40 and the ratio never came down below 30 per 
cent for the next three years. However, it started to diminish from that year and 
in 1950-51, the percentage of land revenue to the total State tax revenue was 
slightly more than 10. This was due to the stationary character of land 
revenue and the increasing revenue from the commercial taxes, viz., sales 
tax, excise, entertainment tax, etc. The Bihar Land Reforms Act passed in 
1950 abolished the zamindari system in the State. Since then, the receipts 
from land revenue increased considerably. It is, however, a temporary 
phenomenon. The increased receipts do not show increased burden as land 
revenue simply replaced rent formerly paid to zamindars. The increase is 
due to the fact that the tenants have been paying a certain multiple of land 
revenue as the purchase price of land which has also been included in the 
amount of land revenue. 

The receipts on account of both these taxes on agricultural land and income 
show a similar trend. Land revenue formed only 69*88 per cent of the total 
revenue from this source in 1950-51 because the amount of the agricultural 
income-tax collected in that year was the highest. Recently, the share of land 
revenue has formed as much as 96 to 98 per cent in the total revenue from the 
agricultural sector. In the wake of land reforms, land revenue stai'ted to in- 
crease while the contrary happened in the case of the agricultural income-tax. 
Barring the year 1956-57, the latter tax shows a declining trend year by year. 

The agricultural incomes absorbed by the above two taxes is very insignifi- 
cant. As seen earlier, land revenue has been contributing increasingly more 
receipts and hence, the portion absorbed by both these taxes seems to have 
increased from the year 1954-55. The total receipts from both land revenue 
and the agricultural income-tax formed 2-2 per cent of the net agricultural 
income in the year 1957-58 which is the highest percentage to date. Prior to 
that, the corresponding ratio was less than one per cent. If we derive the ratio 
of the receipts from the agricultural income-tax to the net agricultural income 
of the State, even a cursory glance at the statistical figures is enough to show 
what a negligible portion the agricultural income-tax takes off from the net 
agricultural income of the State : 
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Table 13 


THE RELATIVE POSITION OF LAND REVENUE AND THE 
AGRICULTURAL INCOME-TAX IN BIHAR (1949-50 TO 1962-63) 



Land revenue 

Percentage 

Percentage of 

Year 

and agricultural 

of land 

agricultural 


income-tax 

revenue 

income-tax 


{Rs, in lakhs) 

m 


1949-50 

184-76 

77-07 

22-93 

1950-51 

228-22 

69-88 

30-12 

1951-52 

201-20 

71-98 

28-02 

1952-53 

287-94 

82-90 

17-10 

1953-54 

373-90 

88-55 

11-45 

1954-55 

389-19 

92-72 

7-28 

1955-56 

544-72 

97-06 

2-94 

1956-57 

619-59 

96-50 

3-50 

1957-58 

574-23 

97-57 

2-43 

1958-59 

810-27 

97-96 

2-04 

1959-60 

857-24 

96-97 

3-03 

1960-61 

927-00 

94-50 

5-50 

1961-62 

958-00 

95-10 

4-90 

1962-63 

1,563-00 

97-05 

2-95 


Table 14 


STATEMENT SHOWING THE RATIO OF THE LAND REVENUE AND THE 
AGRICULTURAL INCOME-TAX TO THE NET AGRICULTURAL INCOME 


OF BIHAR (RS. IN LAKHS) 



Net agricultural 

Land revenue and 


Year 

income of the Bihar 

agricultural income- 

Percentage of 3 to 2 


State (in current prices) 

tax 


1 

2 

3 

4 

1949-50 

3,62,48-92 

184-76 

0-50 

1950-51 

3,05,94-75 

228-22 

0-74 

1951-52 

3,46,22-99 

201-20 

0-58 

1952-53 

3,48,20-22 

287-64 

0-82 

1953-54 

3,32,47-58 

373-90 

1-12 

1954-55 

2,30,35-95 

389-19 

1-68 

1955-56 

2,86,33-44 

544-72 

1-90 

1956-57 

3,06,87-36 

619-59 

2-01 

1957-58 

2,60,03-98 

574-23 

2-20 


Source : The figures in column 2 are taken from the Directorate of Economics 
and Statistics, Government of Bihar and those in column 3 from the Bihar 
Budgets. 
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13. Concluding Remarks 

It is dear that the agricultural income-tax plays a very minor role in the 
tax-structure of the State. The pattern of the rural income, low rates and the 
large-scale evasion are the chief contributing factors which make the tax in- 
significant from the revenue point of view. The tax gives rise to enbirmouS 
administrative difficulties, as is evident from the large amount of tax arrears and 
a large number of Cases pending for disposal. It appears that due to a neglt 
gible yield on the One hand and the administrative difficulties on the other, 
the tax administrators are not at all enthusiastic about the tax. 



Chapter 26 


Appraisal of agricultural income taxation 

1. Introductory 

In previous chapters, we have examined the major aspects of the agrictil*- 
tural ihcome-taxes in the various States; we now proceed to appraise the whol^ 
System of agricultural income-taxation in the light of fundamental tax prim 
dples. Before carrying out this appraisal, we will briefly establish the incidence 
of the agricultural income-tax. We shall then test the system of the agricul- 
tural income-taxation as it has been functioning in the Indian States today in 
the light of out analytical technique of appraisal. 

2. Incidence of the Agricultural Income-tax 

A tax imposes a money burden on the person who pays it because he suifers 
a curtailment of purchasing power. He may pass the burden on to others, if 
possible. This is called the shifting of the tax. The term ‘ incidence ’ as com- 
monly used refers to the location of the ‘ ultimate ’ or the ‘ direct ’ money 
burden Cf the tax as such.^ Again, there is a distinction between ‘ incidence of 
taxation ’ and ‘ effects of taxation Effects denote subsequent results of taxa- 
tion. A tax, according to Seligman, may diminish industry and impoverish 
individuals, it may stimulate production and enrich individuals ! ^ 

When a tax is levied on a person, he pays it but he, on his own account, may 
shift his money burden on others. That shifting may be ' forward shifting \ 
when shifting takes place through a higher price of the taxed commodity; it 
is ‘ backward shifting ’ when it occurs as a result of reduced prices of the 
factors purchased by the producer of the taxed commodity. Thus the analysis 
of shifting and incidence becomes a part of the wider theory of value and 
embraces many problems relating to the supply, demand and their elasticities. 

In recent years, certain writers, especially Duncan Black, have attempted to 
define incidence in much wider terms so as to iriclude what Seligman and 
Others called ‘ the Effects \ 


1 See E. R. A. Seligman, * Introduction to the Shifting and Incidence of Taxation ’ 
headings in the Economics Taxation, American Economic Association, Richard D. Irwin, 
tnc., George Allen and Unwin, Ltd., Museum Street, London, 1959, p. 202, 

2 E. R. A. Seligman, ‘ Introductiod to the Shifting and Incidferlce Pf Taxation Read- 
ings in the Economics Taxation^ op, cit, p. 212. 
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The incidence of a tax is the group of economic effects which it brings into existence. ThesS 
economic effects will mainly consist of alterations in commodity prices and in the flows of 
commodities per unit of time; in alterations in factoral prices and in flows of the factors of 
production into the production process; the economic effects ( and therefore the incidence) 
will consist of changes in revenue and cost schedules of Arms, and in changes in the 
distribution of wealth brought about by the tax. The theory of incidence is concerned 
with all of these topics.3 

Miisgrave takes info consideration overall economic consequences of budget 
policy. The important consequences of the total result of budget policy, 
according to Musgrave, are a change in the level of public expenditures on 
goods and services, a change in the distribution of income available for private 
use and a change in the level of output or real income.^ He observes that these 
various types of change-resource transfer, incidence, and output effects are 
interdependent parts of the total change. 

Output effects bear upon the distribution of income and, hence, incidence. Distributional 
changes or incidence bear on the level of output. Both affect the steps required to secure a 
given resource transfer, and so forth. While it is helpful to distinguish between these various 
aspects of the end result, they are all part of one and the same adjustment process.5 

It is thus obvious that the study of incidence so far as it concerns with all 
these far-reaching effects involves a very intricate problem which for its 
elucidation in many cases requires great powers of abstract economic analysis. 
In the circumstances, it seems desirable to use the term ‘ incidence ’ in its 
narrow sense and to distinguish it from the broader long-run-effects of the tax 
as described by Black and Musgrave. The agricultural income-tax, as is 
obvious, is a direct levy on the taxpayers like the income-tax or death duty. 
The tax is levied on net agricultural income which is to be arrived at 
after deducting the cost of cultivation from the gross agricultural income. 
As the agricultural income-tax is a tax on profits, it can be safely assumed 
that it does not enter into cost; in other words, it is not shifted. 

3. Analytical Technique of Tax Appraisal 

The four prime considerations that should be taken into account while 
evaluating a tax are (/) Productivity; (ff) Equity; (m) Economic effects 
and ( iv ) Administrative practicability. Before analysing the agricultural 
income-tax in India in the light of these four criteria, we shall briefly explain 
them. 


a Duncan Black, The Incidence of Income Taxes, Macmillan and Co., London, 1939 
pp. 123-24. 

4 R, A. Musgrave, The Theory of Public Finance, McGraw Hill Book Company, Inc. 
New York, 1959, p. 207. 

5 Ibid., p. 209. 
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3 • 1 Productivity 

As observed by Alfred G. Buehler, ‘ the first two fundamental principles 
of taxation are productivity and justice, for all other principles are corollaries 
of one or the other or both of these We attach to the revenue criterion the 
prime importance due to the fact that the State Governments have generally 
imposed this tax whenever they were hard pressed for finance. Hence, our task 
will be to study how far the agricultural income-tax ha3 fulfilled its function 
as a source of revenue to the respective States. The next question coming under 
the head ‘ the productivity ’ is the income elasticity of the tax. The income-tax, 
by its very nature, is anti-inflationary. By virtue of its progressivity, it enjoys an 
advantage in that respect over fixed-sum taxes. In accordance with the gradua- 
tion, the rate of tax on the income as a whole increases; the rate of tax on addi- 
tional income increases more rapidly. In other words, the marginal rate of 
tax increases faster than the average rate. Obviously, whenever there is either 
price rise or increased production, a progressive tax is expected to mop up the 
enhanced income. Due to its elastic nature, the progressive tax contributes 
more in inflationary or expansionary phase of the economy. 

This leads us to two factors that should be taken into consideration in 
evaluating the agricultural income-tax under the ‘ productivity criterion 
They are ( i ) total yield and ( ii ) income elasticity. 

3*2 Equity 

While examining the equity aspect, a clear distinction should be made 
between equity in particular taxes and that in the tax system as a whole. 
There may be inequity in parts but the tax system as a whole may be equitable. 
As regards the tax system as a whole, the principle of justice relates to the 
question as to how the total burden of taxation should be distributed among 
the members of a community. This leads to the principle that taxation should 
be distributed between individuals in accordance with their ' ability to pay 
The fundamental difficulty of applying this principle is that of discovering 
objectively measurement criteria of ability. In modern tax systems, personal 
net income is considered most reliable index of ability to pay. Justice in 
taxation requires that from those who have more, more should be taken. 
Progressive taxation is based on the fundamental assumption that the ability 
to pay increases more rapidly than increase in money incomes.^ Further, 


6 A. G, Buehler, Public Finance, McGraw Hill Book Company, Inc., New York and 
London, 1936, p. 224. 

7 We are aware that this principle has become a controversial subject since the days of 
Adam Smith. Selected readings on the issue are gathered up in H. Groves, ‘ Viewpoints in 
Public Finance Chapter 1, Henry Holt and Company, New York, 1947. 

Here it contends us to observe that the progressive principle has been widely adopted 
in modem tax systems. 
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the first few coins are hardest to acquire but afterwards, the task of earning 
more becomes less difficult. Progressive income-tax, which is based on the 
concept of ‘ the diminishing marginal utility of money tries to bring about 
equity by taking off progressively more incomes from the richer strata of a 
society. The extent to which the progressive principle should be incorporated 
in any economy, the specific taxes to which this principle could and should 
be applied are matters which should be judged in accordance with the character 
and the stage of development of an economy and other relevant 
considerations. 

Turning from the tax system as a whole to a particular tax, we assume that 
an equitable tax is one which satisfies three tests: 

(z) Application of the net income standard; 

( ii) Personalising the tax base; and 
iiii) Progressivity of the rate structure. 

Our task will be to test the agricultural income-tax as it has been function- 
ing in India in the light of the above three requirements. 

3*3 Economic Effects 

From the economic point of view, the best system of taxation is that which 
has the best, or the least bad, economic effects. Progressive income taxation 
may have disincentive effects on the supply of saving, work and risk-bearing. 
A heavy tax on income may provide a powerful deterrent to the building up 
of large fortunes. It may also happen that desire to save is stimulated, rather 
than checked, by taxation. In the case of work, the mere fact of the reduction 
of income through taxation may tend to make people work harder. As regards 
risk-taking, the mere fact of the reduction of income may tend to make 
people assume fewer risks.^ 

The progressive income-tax may affect production ‘ through its effects on 
the distribution of economic resources between different employments and 
localities. ’ ^ The impact of a tax induces the taxpayer to change the pattern 
of production. Such diversions may be economically useful or harmful, 
depending upon against which the tax discriminates. 

3*4 Administrative Practicability 

Administrative problems are mainly related to the canons of certainty, 
simplicity and economy. In this respect, questions arise, 


8 Nicholas Kaldor, An Expenditure Tax, George Allen and Unwin, Ltd., Ruskin House, 
Museum Street, London, 1955, p. 110. 

9 Hugh Dalton, Principles of Public Finance, George Routledge and Sons Ltd,, Broad- 
way House, 68-74 Carter Lane, London, 1944, p. 118. 
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( I ) whether the tax laws are simple and certain, 

( a ) whether the collection of the tax is economical, and 

( Hi ) whether there is loss of revenue due to evasion or easy avoidance. 

All the above factors should be applied in assessing the tax as an admini** 
strative success. 

4. Application of Criteria to the Agricultural Income-tax in India 

Any tax, if it has to become successful, should fulfil the functions which it is 
intended to perform. We would apply the above four criteria to the present 
system of the agricultural income taxation in India. We have already pointed 
out the structural defects of the agricultural income-tax in the relevant 
chapters. Now we will examine to what extent those defects act as barriers to 
the smooth functioning of the agricultural income-tax, 

4.1 Agricultural Income-tax as a Source of Revenue 

As a revenue-yielder, the agricultural income-tax presents, by and large, 
a very lamentable picture. Barring the States of Assam and Kerala, where 
the tax occupies an important position from the fiscal point of view, in no 
other State does the tax contribute more than 5 per cent of the total State tax 
revenue. In the States of Bihar and Orissa, the ratio of the revenue from the 
agricultural income-tax to the States’ own taxes barely reaches 1 per cent, 
Uttar Pradesh and Rajasthan found that the yield from the tax formed just 
1 per cent of the total State tax receipts and consequently these States abolished 
it. If we relate the revenue from this tax to the total revenue from all the 
sources, the ratio will be much less. Where plantations exist, the receipts 
from the agricultural income-tax exceed Rs. 1 crore in absolute terms. In 
other regions, the tax takes off an insignificant portion of the agricultural 
income. The comparatively high exemption limits (not warranted by the 
rural income structure) and the low rates applicable to the first three or four 
brackets result in low productivity of the agricultural income-tax. Along 
with these factors, the large-scale evasion in the agricultural sector renders the 
tax a failure from the revenue point of view. 

In this connection, we would like to make a few observations on the respon- 
siveness of the yield of the agricultural income-tax to prices of agricultural 
produce and agricultural incomes. In the States such as Assam, Kerala and 
also West Bengal, where the plantation economy is prominent, the variations 
in the yield of the tax are seen to be direct results of the variations in the prices 
of tea and other plantation crops. As for the prices in the remaining sector 
of the agricultural economy^ the tax cannot be said to be very sensitive to them. 
If the tax would have formed a substantial share in the net agricultural income 
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of a StatCg the mopping up of the increased money supply in inflation or of the 
increased production in money terms in the expansionary stage of the economy 
would have been much easier. Statistical data, however, reveal the opposite 
phenomenon. As is evident in the Bihar State, the assessed tax formed a very 
negligible proportion, /. e. 0*09 per cent of the total agricultural income in 
the year 1957-58. When the tax impinges so lightly on its base, it cannot be 
expected to siphon off any significant part of the increased incomes generated 
by inflation or by planning efforts. 

4.2 Agricultural Income-tax as an Equity Instrument 

The problems raised by the agricultural income-tax as an equity measure 
are two-fold : the tax creates certain problems of equity due to the fact that it 
has been included in the State list by the Indian Constitution. Secondly, 
the tax as it has been operating today militates against the principle of justice. 

As the agricultural income-tax has been included in the State schedule, the 
States have full liberty to utilise the source according to their needs. Some 
States have incorporated the tax in their fiscal structure while others have not 
at all touched it so far. This feature initially creates a measure of inequity in 
so far as it concerns the separation of the two sources of income. Moreover, 
the tax structure not being uniform in all the States, big landholders residing 
in the States where the tax is not levied escape scot-free while their counter- 
parts in other States have to pay the tax. Again, there is injustice between 
two persons of equal income residing in the same State, one of whom derives 
income from the agricultural property located in a single State while the other 
receives it from properties located in more than one State. As this tax is 
levied in all the States on the basis of origin of agricultural income, the former 
person pays more tax than the latter. In certain cases, the latter may escape 
the tax altogether. In addition to this, the non-uniformity in the exemption 
limits and rate schedules among the States gives rise to the unequal treatment 
of equal incomes. 

Apart from the above issues, w'e will have to judge whether the agricultural 
income-taxes as they have been operating now in the various States really 
satisfy the tests of equity. These tests, as referred to earlier, ai'e the following : 

{ t ) Application of the net income standard; 

( a ) Personalising the tax base; and 
{Hi) Progressivity of the rate structure. 

Our task will be to test the tax in the light of the above three criteria. 

4.2.1 Application of Net Income Standard 

The standard for measuring taxable capacity that commands the largest 
measure of support is the taxpayer’s net income, as it provides a ‘ comprehensive 
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measure of person’s economic well-being From an equity standpoint, 
gross income should not be taken as the proper index to assess one’s ability to 
pay due to the obvious reason that the ratio of production costs to gross income 
fluctuates with such factors as the quality of the land, the transport facilitiesj 
the availability of irrigation and many other factors. 

All the States having the agricultural income-tax in their statutes have accep- 
ted the net income standard. There is provision for deductions in all the 
enactments in order to arrive at the net income figure. ” The equity principlcj 
needless to say, would come into its own if the tax happens to be levied on 
the ascertained income for which systematic maintenance of accounts is 
required. Such systematic assessment of income as a true indicator of 
taxable capacity would have made this tax a highly desirable and practicable 
proposition. The excellence of the otherwise sound tax has been heavily 
discounted by the practical difficulties in this sphere. Where illiteracy is 
widespread and where the cultivators do not look at agriculture as a commercial 
venture, the maintenance of farm accounts is conspicuous by its absence. In 
this circumstance, the only alternative is the presumptive system of determin- 
ing the net taxable income. In spite of it, the system can be made highly equi- 
table by deriving the figure of net income as close as possible to the actual net in- 
come by the ‘best of judgment method’. How far the said method followed 
by all the States satisfies this condition is the question to be examined here. 

Though the ‘ best of judgment ’ system of assessment relies entirely on the 
discretion of the tax officials, they, on their account, have to take into considera- 
tion some available basic data. The States of Bihar, West Bengal, Orissa and 
others draw freely on the Settlement Records of Rights and cadastral surveys 
maintained for the purpose of land revenue. However, the Settlement Re- 
cords themselves have become out-of-date, the resettlement of all lands is 
long overdue and as mentioned by almost all State Governments, the revisional 
settlements were not undertaken mainly on account of the intervention of 
World War II, shortage of administrative personnel and financial difficulties. 
Hence, logically, the system relying on the outmoded data is itself faulty in the 
sense that the assessment in accordance with these data must show a consi- 
' derable margin of error in estimating the net income. 

The cost of cultivation is very difficult to determine. To meet this difficulty, 
a rough and ready method has been followed by the State of West Bengal. It 
allows a lump-sum amount of 50 per cent of the market value of the produce 
as cost of cultivation which includes the maintenance of implements and 
cattle. Leaving aside the equity issues raised by the adoption of such flat 
rate S<yT all types of landholdings, the percentage allowed itself is very different 
from the estimates made by the Studies in Farm Management. In Bihar, 


10 Haskell P. Wald, Taxation of Agricultural Land in Underdeveloped Economies, Har- 
vard University Press, Cambridge, Massachusetts, 1959, p. 112. 
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the approximate net income from one acre of land has been, generally, taken 
as Rs. 45 to Rs. 50 only by the tax officials. Consequently, only persons 
owning 75 or more acres of holding would be assessed under this tax. This 
underestimation treats the big landholders too leniently. 

The above practices, associated with the presumptive assessments, can be 
Said to be far from the ideal principles put forth by the net incocme standard* 

4.2.2 Personalising the Tax Base 

In order to personalise the tax base, the basic requirements are {a) bringing 
together all land parcels belonging to each individual so that the income assess- 
ments on them may be aggregated ; and (h) determining and allowing for the 
material and dependency status and possibly other circumstances of the tax- 
payer. 

{a) As regards the first requirement, it has been found that not a few big 
assessees try to evade the tax by not declaring the incomes received from all 
the landholdings owned by them. The administrative machinery finds it very 
difficult to bring together all holdings which, sometimes, are situated in dif- 
ferent areas distant from one another. This discrepancy is greater when a 
person owns land located in more than one State. 

The marital status and the family obligations are relevant considerations 
for assessing a person’s taxable capacity. The agricultural income-tax 
system in India provides for no marriage and children’s allowances; as a result, 
grave injustice is inflicted on large numbers of assessees. The Central Income- 
tax Act has made such provision recently, but in the absence of such arrangement 
in the Agricultural Income-tax Acts, the tax fails to conform to the equity 
standard. 

4.2.3 Progressivity of the Rate Structim 

The progressive system of taxation suffers from the grave limitation in that 
no readymade criterion exists to guide us in formulating the rate structure 
and as observed by M'Culloc, we are " at sea without rudder and compass \ 
However, once the principle of progressivity on grounds of equity is accepted 
its minimum requirements should be fulfilled. 

The rates of the agricultual income-tax in most of the States, however, leave 
much to be desired. In general, the exemption limits are very high and the 
initial rates are too low. Again, there is hardly any reasonable diflferentiation 
between the rates applicable to the lower and the higher slabs in some States^ 
In the rate structures of the States such as West Bengal and Madras,- the gra** 
duation stops very early, viz., at Rs. 20,000. Assam and Mysore rates also 
suffer, by and large, from the same defect. The lump-sum rates in Madras and 
Mysore are even lower than the basic rates. As shown earlier, the leniency 
shown to the initial slabs of income gives rise to the ‘ dip ’ in incidence. 



AGRICULTURAL INCOME TAXATION 


333 


The above analysis leads to the inevitable conclusion that the agricultural 
income-tax, as it has been applied in some of the States in India, does not 
conform to the fundamental principles of equity. The failure to comply 
with the requirements of the net income standard, the complete absence of 
allowances for the family liabilties and the comparatively low progressivity 
of the rate structure make the tax to detract from the conformity to taxable 
capacity. 

4.3 Economic Effects of the Agricultural Income-tax 

Here, our objective will be to examine whether the agricultural income- 
taxes as they operate today in some of the States prove as disincentive to 
production. We will also see whether the taxes cause any diversion of 
resources from one use to another. 

A progressive tax on the rural sector may prove disincentive to upper income 
groups and may lead to the breaking-up of the large estates. In that case, 
the marginal rates should be so high that they should make the owners of 
large holdings to dispose of some of their property. However, as seen 
earlier, this is not the case in almost all the Agricultural Income-tax 
Acts. The rates prescribed for the higher slabs are not confiscatory. In 
consequence, the agricultural income-tax takes off comparatively small portion 
of the total income of the tax-payer. As for the Hindu Undivided Families, 
they try to evade the tax, wherever possible, on the pretext of the disruption 
of the joint family. Apparently they seem to have separated as the loopholes 
in the Act allow them to escape the tax-net. But it is difficult to believe that 
such unburdensome impost as the agricultural income-tax is capable of breaking 
such a unique social institution like H. U. F. 

The same can be said as regards the role of this tax in inducing the agriculturists 
to divert their resources to other uses. The objective of redirecting produc- 
tion may be achieved by resorting to the tax discrimination. Such discrimination 
involves the exemption of certain categories of crops from the scope of the tax. 
Barring Mysore, no State levying the agricultural income-tax at present provides 
for such discrimination. The Mysore State exempts the food crops from the 
levy of the tax. However, the present rate structure of the tax cannot be said 
to induce the commercial crop-growers to shift their lands to other uses. 

On the whole, the agricultural income-taxes as they operate today appear 
to have little impact on the rural economy. They alfect the taxpayers so 
lightly that they are incapable of entering into the taxpayers’ cost calculations 
and thus, inducing them to change production decisions. 

5. Administration of the Agricultural Income-tax 

It is easier to lay down the administrative principles than to apply them 
successfully in practice. The agricultural income-tax has been opposed more 
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on the grounds of administration than on any other. Despite the potential 
administrative difficulties, many States adopted the tax proposal on revenue 
Considerations, We wish to examine here the lax in terms of three important 
Criteria relating to the administrative aspects of the tax. They are simplicity, 
economy and the tax-gatherers’ efficiency. 

5.1 Simplicity and Certainty 

The first and the foremost requirement of a tax is that it should be simple to 
administer. The scope of the tax needs to be clearly defined; otherwise, it 
would be very difficult to locate the taxpayers as well as to determine with 
accuracy each person’s tax liability. In the case of the agricultural income- 
tax, one great initial difficulty is experienced in defining agricultural income and 
in drawing a line of demarcation between agricultural and non-agricultural 
income. There are many controversial cases where the income-tax has been 
held by the Courts to be of an agricultural nature though it is non-agricultiiral 
in common parlance. A small variation on the nature of a particular income 
makes a material difference to the determination of the issue whether that 
income is taxable under the Central income-tax or the State agricultural income- 
tax. Certain arbitrary procedures have been followed in doubtful cases. 
When the Constitution itself has provided for different treatment to the two 
types of income for tax purposes, such arbitrariness at the very initial stage 
of the application of the agricultural income-tax is bound to exist I 

The provision for the ‘ best of judgment ’ of assessment has not been clearly 
defined in the Agricultural Income-tax Acts. As a result, the assessment of 
taxable income has beenfMI tb'The^discret^^ administrators. The 

resolving of the difficilfties encountered while aS»sing the taxable income in 
the absence of accounts presses a considerable d^l||p diligence 

on the part of the assessing a^orities. The metho^f followed in various 
States to estimate the assessable inpome, however, hav^« proved to be not up 
to the mark owing mainly to the half-hearted attitudp^ autho- 

rities in their implementation. ThextaxpajWs uft^ually claim that their in- 
comes have been overestimated; the tax’*‘^«tors opposite view. The 

tax law fails to guide either of them. * 

We have already studied at length the administrative procedures of the Bihar 
State where we examined the main issues leading to litigations. The appeals 
mostly relate to the definition of agricultural income and the assessment 
procedure. Many appeals concern Section 29 of the Bihar Agricultural 
Income-tax Act, which provides for the assessment of income of the defaulter 
for the previous years. If the volume of litigation relating to those appeals 
is any index, th^ agricultural income-tax seems to be far from the canon of 
simplicity. 
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5.2 Economy in Collection 

The canon of economy directly relates to the cost of tax collection. B, 
the case of Orissa, where the ratio of collection cost to tax receipts is as\, 
as 25 per cent, this ratio is less than 5 per cent in all other States. This k 
be due either to real economy in tax administration, or, possibly, it may be me 
result of “ economy of effort in other words, the low cost may be due to 
the lack of rigour in collection. It follows then thaf the success of tax 
administration does not depend upon keeping administrative costs to the 
absolute minimum. A more important indicator of administrative per- 
formance is the overall extent of tax evasion. The scrutiny and the verification 
of the assessee’s claims require great effort on the part of the assessors and 
they obviously involve high cost. In case the assessors spare the necessary effort, 
the monetary expenses would be reduced at the cost of large-scale evasion on 
the part of the assessees. Unfortunately, there is good reason to believe 
that this is what is happening as regards the administration of the agricultural 
income-tax. As we have pointed out repeatedly, there is widespread evasion 
and avoidance in the rural sector and the actual realisations are much lower 
than what they should be. 

5.3 Efficiency of Tax Administration 

The loss of revenue due to the large-scale evasion and easy avoidance of 
the tax directly points to the inefficiency of the tax administrators. As for 
the latter, much can be said theoretically. While there cannot be any quanti- 
tative measure of administrative effiiciency, there is sufficient evidence to show 
that it is far below the requirements of a tax which is inherently difficult to 
administer. The administrative inefficiency can be mitigated to some extent 
by a well-organised system of tax collection. However, the lack of decentra- 
lised staff which should be located in farming communities as well as the 
dearth of statistical data prevent the agricultural income-tax from being a 
well-administered tax proposal. 

Further, a direct tax like the agricultural income-tax pi'esupposes a high 
degree of honesty and “ tax conscience ” on the part of the taxpayers. Here 
also, the picture is no less discouraging. At the initial stage, any new tax 
creates hostility in the minds of the potential assessees. The history of the 
agricultural income taxation in Indian States is no exception to the rule. The 
imposition of the tax in the States of Bihar and Bengal was severely attacked 
by the permanently settled landlords under the pretext of ' broken pledge 
The tax was introduced in other States not without the most stormy debates in 
the respective States Assemblies, and when the tax Bill was passed in the teeth 
of the opposition, the tax had lost its edge due to many exemptions and con- 
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cessions in its final form.’^^ The Legislative Council as then constituted had 
zamindari interests and they started an array of criticism against the tax which 
was calculated to burden them. Their main argument was that they were 
already paying land revenue as a counterpart to the income-tax in the non- 
agricultural sector and, therefore, the additional impost would amount to 
double taxation. All these facts contributed in no small measure to create bias 
and hostility in the minds of the agricultural community. 

One more reason for the hostility towards the tax is inherent characteristic 
of the tax-it being a State tax. Thus, when West Bengal introduced this tax, 
the big farmers there could not understand why their counterparts in Punjab 
and Bombay should go scot-free. One may claim that this must be true of 
the whole State tax system. However, it should be remembered that most of 
the State taxes are indirect levies; their burden is not so directly ' felt ’ as that 
of a direct tax. The case of land revenue obviously is different as it has 
already lost its edge owing to change in the price and income structure, 

All these psychological barriers have accentuated hostility to the tax. 
This, possibly, is one of the important factors responsible for the evasion on 
the part of the rural community. This evasion is probably on a larger 
scale in regions where the return flow from Government has been neither 
evident nor large. 

We will now gather up the position below : 

(1) As a revenue-yielder, the agricultural income-tax has proved a failure; 
it plays a minor role in the fiscal structure of most of the States. The tax 
impinges very lightly on its base with the result that it has become insensitive 
to increased incomes. 

(2) The non-uniformity in the exemption limits and rate structures among 
the States gives rise to unequal treatment of equal incomes. 

(3) The failure to comply with the basic requirements of the net income 
standard, the complete absence of allowances for the family liabilities and the 
low rates make the present system of agricultural income taxation inequitable. 

(4) The agricultural income-taxes as they operate today are not disincentive 
to supply of saving, work and risk-bearing. Due to their minimal impact 
on the rural economy, they cannot be said to induce the taxpayers to change 
their production decisions. 


11 The exemption limits, the rate structures and the provision for the deductible 
expenses are much-discussed issues in the State Assemblies and Councils. See the relevant 
Assembly and Council debates of the various States. 

12 “In practically all underdeveloped countries, education and health services are 
concentrated in the cities. Rural hospitals and schools are very limited. If there exist any wel- 
fare services, they are mostly for the city workers and are not extended to agricultural work- 
ers. ” The observation by the Conference on Agricultural Taxation and Economic Deve- 
lopment. op. ciL, p. 181. 
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(5) The complex nature of certain provisions in the Agricultural Income- 
tax Acts, the widespread illiteracy among the agriculturists, and the biased 
attitude on the part of taxpayers are some of the reasons which make the 
agricultural income-tax very difficult to administer. The prevalence of large- 
scale evasion confirms our belief that the tax is administered ineffectively. 

Hence, there is an element of truth in the remark that “ the so-callecd agri- 
cultural income-tax is effectively a surcharge on land revenue and inevitably 
acquires from its base a good deal of rigidity, so that the revenue is not 
really related to incomes or to income changes.’"^^ 


13 The Public Finances of India, 1947-50, Fiscal Division, International Monetary Fund, 
1950, p. 97. 
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Chapter 21 


REFORM OF THE SYSTEM OF AGRICULTURAL 
INCOME TAXATION 

1. Introduction 

The problem of evolving a reformed structure of agricultural income tax- 
ation in India may be approached in two stages : firstly, we can examine the 
problem of reform upon the assumption that the present constitutional position 
remains unaltered; and secondly, we may consider the problem as it would 
emerge if the present constitutional position is changed. The first approach 
involves the consideration of structuring the agricultural income on a common 
pattern applicable to all the States. The second is based upon the principle 
of integrating agricultural and non-agricultural income taxation under the 
Central Income-tax : this would necessitate a constitutional amendment. 

2. Proposal for a Reformed Structure of Agricultural Income Taxation Under 

the Present Constitution 

Here we assume that the present constitutional provision regarding agricultu- 
ral income taxation remains unaltered, so that our task is to consider how a 
better system could be evolved under the existing arrangements. In this 
connection, there are two basic proposals: one, that the tax will have to be 
extended to all the States in the Indian Union; and second, that all State agri- 
cultural income-taxes will have to be structured on a uniform pattern. These 
are discussed below. 

2.1 Extension of Agricultural Income-tax to all the States 

Out of fourteen States in India, seven States and a part of the eighth State 
have been levying the agricultural income-tax at present. Uttar Pradesh and 
Rajasthan abolished the tax after levying it for a few years. The erstwhile 
Bombay State, Punjab and Madhya Pradesh had all along opposed the proposal 
of levying the tax on one ground or the other. During our visit to the Bihar 
State, we found that most of the officials connected with the administration 
of the agricultural income-tax were not enthusiastic about the tax as they 
considered it not worth-the-trouble from the revenue point of view. Even 
when the Planning Commission asked the States to mobilise resources for 
the Plans, a majority of the States have shown reluctance to utilise the source 
of the agricultural income-tax for this purpose. 

It is thus seen that most of the States which are at present levying the agri- 
cultural income-tax are not enthusiastic about it; those which operated the levy 
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for a short period are unlikely to re-impose it; and those which have not so 
far imposed it are still more unlikely to fall in line with the first category of 
States. It is thus safe to conclude that the first basic requirement of a rational 
system of agricultural income-tax, viz., that it should be operative in all States, 
is unlikely to be fulfilled. 

2.2 Common Pattern of the Agriatltiiral Income Taxation 

m 

The second requirement is that the system of agricultural incoiiic-tax should 
be based upon a common pattern in ail States. This will necessitate unifor- 
mity in the rate structure as well as in the mode of assessment. Now, the 
Constitution has given the States autonomy in respect of their power to levy 
the taxes incorporated in the State List. The States are free to devise their 
own tax structure and most of the States seem to be very keen on enjoying 
their autonomy to the fulld 

They have been revising the rates of the agricultural income-tax in accor- 
dance with their needs. As for the mode of assessment, we have already 
seen that it differs from State to State. Although the ‘ best of judgment ^ 
method has been commonly used in determining the taxable income, the 
deductions allowed from the gross agricultural income in order to arrive at 
net agricultural income are not the same in all the States. A typical view in 
regard to attaining uniformity is that expressed by West Bengal, which is of the 
view that ‘‘ uniformity in the rates of tax is neither desirable nor practicable. 
Difference in the rates leaves scope for adjustment to the varying require- 
ments of the budgets of the different States from year to year.”^ 

There is, thus, a very remote possibility that a common structure of agricul- 
tural income taxation would be acceptable to all the States. Even if we 
ignore the insurmountable practical difficulties in the way of implementing 
the above proposal, imposition of the agricultural income-tax by all the 
States raises a further issue in equity which we will examine below. 

2.3 Anomalies Rcstilling from the Levy of the Agricultural Income-tax by the 
States 

Even if a common pattern of agricultural income taxation is evolved in all 
States, there will still remain certain basic anomalies due to the separate tax- 
ation of agricultural and non-agricultural incomes. Such division of the tax 
base confers a benefit on the recipients of composite income since under a 
progressive rate structure, each divided part becomes subject to a lower tax 


1 See the Memoranda to the Taxation Enquiry Commission by the Stales ( Replies to 
the questions 139-142 ), Report of the Commission, Vol. IV, Parts III and IV. 

2 Memorandum by West Bengal to the Taxation Enquiry Commission. See also memo- 
randa by other States. Most of these States have expressed the same view. 
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liability. A person getting the same income from any one source pays a higher 
tax. For instance, a person getting total net income of Rs. 10,000 composed 
of Rs. 5,000 agricultural and Rs. 5,000 non-agricultural, pays Rs. 120. Ano- 
ther individual, receiving income from any one source only pays Rs.521 which 
is more than four times the payment made by the former person.^ Again, if 
one’s composite income of Rs. 5,000 is formed by Rs. 2,500 from each source, 
he completely escapes the tax burden. A person having the same taxable 
capacity but ‘ unfortunately ’ drawing income from a single source becomes 
liable to tax. Apart from lessening the revenue, the present system thus 
militates against the very conceptual basis of income taxation. In this 
connection, it should be pointed out that as the plantation incomes are assessable 
under two separate tax Acts, they have been entitled to two separate exemptions 
at present. 

An income-tax is essentially a tax on a person in relation to his total taxable 
capacity. His ‘ ability to pay ’ should be gauged, theoretically, taking into 
account his entire income. Every element of income irrespective of its source 
or nature should be included in the tax base. Any arbitrary dijfferentiation 
between income source is inconsistent with the basic concept of a progressive 
income-tax. Only historical accident has separated agricultural and non- 
agricultural incomes for the tax purpose in our country. There is no reason, 
however, why this anomalous position should be continued hereafter. Accord- 
ing to the present Indian Income-tax Act, income from agricultural lands 
situated outside the Indian Union is assessable to the Central Income-tax. The 
question arises why a different treatment should be given to the lands within 
the Union ! 

The conclusion is inescapable. Considerations of equity and to some 
extent productivity demand not only that agricultural income be taxed but 
be taxed as an integral part of total income. By abolishing the arbitrary 
distinction between two kinds of income by a Constitutional amendment, the 
entire income should be brought under the purview of the Union Income-tax 
Law. This will place general income taxation on sound rational principles. 

3, Structural Reform Consequent Upon the Centralisation of Agricultural 

Income-tax 

Once the suggestion for the centralisation of taxation of agricultural income 
is accepted, its place in the Central Income-tax should be clearly determined* 
In most countries, agriculture is treated as any other business. There should 
not be any difficulty in India too to treat the income from agriculture as any 


3 These calculations based on the 1961-62 Central Income-tax rates have been made 
under the assumption that the rates are the same for both agricultural and non-agiicultural 
incomes and the latter is unearned income* It is also assumed that the assessee is a married 
person. 
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other income. In a country like ours, it is true that the agriculture is a ‘way 
of life However, it remains as ‘ way of life ’ as far as it satisfies the minimum 
requirements of the cultivator. The income-tax exempts net income of 
Rs. 3,000 from the tax-net. Hence, when the income derived from agriculture 
exceeds that limit, it does not remain as a way of life. It becomes a commer- 
cialised venture. The income from agriculture takes on the character of 
business income. 

As we have seen earlier, in various Agricultural Income-tax Acts administer- 
ed at present, the provision for exemptions from the tax-base and deductions 
from gross income to arrive at net income, by and large, have been patterned 
on those of the Central Income-tax Act. One may easily compare the said 
provisions in the former Acts with Section 10 of the Indian Income-tax 
Act, 1922. In that respect, the present Agricultural Income-tax administra- 
tion is quite familiar with the Central Income-tax Act. Our suggestion 
would not lead to any drastic changes in the assessment procedure. 

We suggest further that agricultural income should be included under the 
head ‘ profit and gain of business, profession or vocation.’ ^ The term ‘ busi- 
ness ’ includes any ‘ trade commerce or manufacture or any adventure or 
concern in the nature of trade, commerce or manufacture.^ It may be argued 
that agricultural income has peculiarities of its own. Agricultural income 
is highly vulnerable to the vagaries of the monsoon and hence, any loss incurred 
under that head would affect the total taxable income if the present law 
regarding the treatment of loss is made applicable to agricultural income. We 
postpone detailed discussion of the treatment of loss under our scheme 
until we account for the administrative problems consequent on new reform 
measures. 

4. The Determination of Taxable Income 

It has been the problem of determining the taxable incomes which has defer- 
red some of the States in India from including the agricultural income-tax 
in their fiscal structure. In India, the majority of the agricultural population 
is illiterate. The illiteracy is more prevalent in the case of subsistence farmers 
but as these are unlikely to come under income-tax liability, the difficulty 
would be automatically solved. There are no two opinions about the 
argument that the maintenance of honest and reliable accounting records is 
an important condition for satisfactory administration of the income-tax. The 
difficulty is not confined to the assessment of agricultural income. In the 
case of non-agricultural income, if the accounts are not maintained by small 
businessmen, or if the income cannot be accurately ascertained from the tax- 


4 Indian Income-tax Act, 1922, Section 10 (1). 

5 Indian Income-tax Act, 1922, Section 2 (4), 
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payer’s accounts, the Income-tax officer makes an assessment ' to the best 
of his judgment For this, certain factors such as profits made by persons 
in similar business, or profits made by the taxpayer in past years, local know- 
ledge and reports concerning him, are taken into account. 

The Income-tax Act does not require that any books or records be mainr 
tained by a taxpayer, or if maintained, that they should be in any particular 
form. In foreign countries, fanner’s income-tax liablity is based on the 
profits which have been shown in the books of accounts. In countries like 
U. S. A. most of the agricultural colleges have devised account books for 
agriculturists. In India, where the practice of keeping accounts by the 
farmers is practically non-existent no systematic attempt was made until recent 
years to evolve an account book suitable for Indian agriculturists nor has 
any conscious attempt been made to popularise maintenance of accounts. 
Latterly, however, with a view to exploring the possibilities of popularising 
the maintenance of farm accounts and developing proper technique of instruc- 
tion to farmers, the Indian Council of Agricultural Research entrusted the 
pilot project, ‘‘ Methods and Practice of Farm Accounts ” to the Gokhale 
Institute of Politics and Economics in 1955.^ The Institute carried out the 
project in two areas : the former Bombay State and Uttar Pradesh. In the Bom- 
bay area, the work of this project was confined to four centres from which 
24 villages were selected. In the case of U, P., eight villages were included in 
two centres in Kanpur district. The Institute recruited agricultural instructors 
and trained them for this purpose. The trainees in the Bombay area were 
selected from the students belonging to cultivating and non-cultivating classess. 
In Uttar Pradesh, literate farmers and schodl teachers willing to maintain 
accounts were admitted as trainees. A set of account books and a copy of 
the instructions for recording data were provided to all the trainees. The 
trainees were required to maintain the accounts in prescribed forms and sche- 
dules, known as " day book ’ and ledger. The day book had to be maintained 
to enter day to day receipts and expenses on the farm, and other necessary 
information as regards the livestock, seeds, manures, domestic expenditure, 
etc. The ledger provided for the record of data pertaining to members of 
the family, permanent farm servants, cultivating holding, debt position, etc. 
It classified the data recorded in the day book on monthly and annual basis. 

Out of 557 account books begun originally in both the areas, 308 were pro- 
perly maintained. The scrutiny of the account books revealed that most of 


d Such an assessment must be made if the taxpayer is delinquent in any of the following 
respects according to Section 23 (4) : Failure to file complete return or to produce accounts, 
documents or other information. It should be noted here that the problem of estimated 
assessments is by no means peculiar to India. The tax laws of countries like the U. K, , U.S.A, 
and Canada contain specific provisions authorising the assessing officers to estimate incomes 
in such cases where accounts are scanty and unreliable. 

7 Agrawal and Khudanpur, Methods and Practice of Farm Accounts ”, Gokhale 
Institute of Politics and Economics, Asia Publishing House, Bombay. 1961. 
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the errors committed by the trainees were computational and the result of 
wrong reporting. The latter ‘ may be due to wilful act of negligence, lack of 
comprehensive instructions, or defects of schedules Though the experiments 
were ‘far from being uniformly successful, they give clear indications of direc- 
tions in which a satisfactory progress may be achieved’.^ The project under- 
taken by the Institute shows that with proper instruction and guidance, main- 
tenance of farm accounts can be popularised among the farming community. 

Reference may be made here to the system of book-keeping recommended 
by the U. K. Government to the farmers. As the farming income is taxable 
under the U. K. Income-tax Act, the Government takes special care to popu- 
larise the book-keeping among the farmers. The accounting method suggested 
is quite simple.^'^ According to this method, farmers should take the following 
steps to find out the profits: 

At the beginning of the year : 

Step 1 : To make an inventory of all the farm assets and to place a value 
on them. 

Step 2 : To make a list of the farm debts the farmers owe and that are owed 
to them. 

During the year : 

Step 3 : To keep a complete record of all farm receipts and expenses. 

At the end of the year, the first two steps are to be repeated. 

Farm records and accounts if properly kept and actually used “ will help 
the farmer to make greater earnings or incur smaller losses by supplying him 
with facts to aid him in many ways in improving the efficiency of his production 
and marketing operations As observed by D. R. Gadgil, “ both from 
the point of view of inducing farmers to plan their business better and of 
obtaining data on the basis of which sound policies could be framed and 
advice given, the spread of accounting habit is of the utmost importance, 

Considering all these, we feel that the feasibility of making the maintenance 
of accounts legally compulsory may be examined. Apart from making the 
farmers conscious of the cost and income aspects of the occupation, it will 
help assessment of agricultural incomes for tax purpose.^^ jf igg^] provision 
to that effect cannot be made due to certain political or other difficulties. 


8 Agrawal and Khudanpar, Methods and Ptactice of Farm Accounts^ op, cit., p. 38. 

9 D. R. Gadgil, Foreword to Methods and Practice of Farm Accounts^ op. cit. 

10 For the detailed account, see Farmers’ Book-keeping and Income tax , issued by the 
Ministry of Agriculture, Fisheries and Food, Her Majesty’s Stationery Office, London, 1959. 

11 J. N. EfFerson, Farm Records and Accounts, John Wiley and Sons, Inc,, New York, 
1949, p. 2. 

12 Foreword to Methods and Practice of Farm Accounts, op. cit. 

13 See John A. Hopkins and Earl O. Hardy, Farm Reco) ds and Accounting, the Iowa State 
College Press, Ames, Iowa, U. S. A., 1955, for discussion of the special problems related to 
the computation of the farmer’s income-tax. 
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government departments and other institutions should come forward to under- 
take the scheme of popularisation of farm accounts. 

5. Best of Judgment Method 

Reasonable methods must be employed in making estimates of taxable 
income under the ‘ best of judgment method ’ if the assessees do not keep 
satisfactory records. Wc see no difficulty in arriving at some rough figure 
of net income where fairly satisfactory statistical data are available. The 
records kept for land revenue purposes have become outdated. But the 
minimum precondition to be fulfilled for the administration is the clear iden- 
tification of land titles and aggregation of all parcels of land owned by each 
person. The Centre is in possession of necessary information about the agri- 
cultural lands kept for the administration of the Estate Duty Act. The States 
have kept with them the relevant registers for implementation of land reform 
measures. The State Agriculture and Statistics Departments will be helpful 
in providing the cost and price data. The above sources combined with local 
enquiries would be sufficient to arrive at as close a figure of net income as 
possible. 

The work of calculation of cultivation expenses can be lightened by having 
some continuous sample survey of different classes of land and of different 
sizes of farm; small, medium and big. Farms, with similar rainfall and climate 
and similar yield should be grouped together. The quantities that will be 
required of seed, manure as well as manual labour should be found out. The 
next step should be to convert them into monetary value according to the 
prevailing prices. Farm Management Surveys will be useful for these 
calculations. 

The State Governments, on the advice of the Planning Commission, have 
been undertaking the census of landholdings. The information furnished for 
that purpose can be made good use of. The conversion of all ordinary 
lands of differential fertility into standard acres, as had been done in Bihar, 
would facilitate the task of assessing taxable income. 

We are not in favour of any readymade method to determine the taxable 
income, as was being used in U. P. The theory that agricultural income bears 
a certain relationship to the rental value of the land carries no conviction. 
We do not propose to suggest the ‘‘multiple-rent system of assessment” which 
is quite arbitrary-having very remote connection to reality. An allowance in 
respect of the cost of cultivation which has been fixed in West Bengal 
Agricultural Income-tax Act,^^ at 50 per cent of the market value of the 
produce raised from the land suffers from the same arbitrariness. 


14 Section 7 (1). 
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It is suggested that such calculations should be based as far as possible on 
available and reliable data. Any short-cut system of assessment should be 
avoided as it may lead to inequality. 

As regards the exemptions, deductions, depreciation allowances, etc., the 
agricultural income will stand on par with non* agricultural incomes. These 
matters are quite familiar to administrators of the present Agricultural Income- 
tax Acts under Stales. Any small adjustment inherent in the nature of farming 
may be done easily. In the computation of such income, deduction mil have 
to be allowed for land revenue paid. The present Agricultural Income-tax 
Acts have made the provision to that effect. 

6 . Treatment of Loss 

Agricultural income is fluctuating in character. If the present provision 
in the Indian Income-tax Act were made applicable to that income too, 
there would be loss in revenue. At present, business losses may be set off 
against the income arising under other categories or ‘ heads ’. If there is not 
sufficient income under other categories, the net loss can be carried forward 
and set off against business profits of succeeding years, not exceeding eight, 
until it is fully absorbed; however, it cannot be set off against income under 
other categories for a subsequent year. Under the old law, the set off of the 
carried forward loss was permitted only against the profits of the " same ’ 
business, provided the business in which the loss was incurred is continued 
by the assessee in the year of set off. 

If the same treatment, based by and large on U. K. system, is given to the 
farming losses, it would lessen the total taxable income and consequently, 
revenue-receipts. Even in U. K., wliere the farming has been largely mechanised 
and where the modern equipment is used to prevent the loss from natural 
calamities, ‘ farming losses allowed for tax have been out of proportion to 
losses allowed in respect of other profit-making activities In India, 
where farming, except plantations, has not been placed on such firm grounds, 
the agricultural income is bound to show wide fluctuations as a result of natural 
calamities like floods, droughts, locusts, storm, etc. From the point of view 
of the assessee subject to personal taxation, the whole emphasis of progressive 
taxation is upon the total amount he gets from all the sources; the natural 
corollary is that the total income should not be ascertained without allowing 
against positive income from one source the deficiency of income from another. 
In India, if farming losses are allowed to be set off against the profits from other 
business activities, it will encroach upon the present taxable non-agricultural 


15 Royal Commission on the Taxation of Profits and Income^ Final Report, op. cit., p. 149. 
The Report points out that in the year upto September 1954, farming loss claims of indivi- 
duals and firms amounted to 10-75. The comparable loss claimed of individuals and 
firms engaged in profit-making activities other than farming amounted to 345, 

... 44 .- 
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income. The arrangement will not be practicable. The whole income-tax 
structure will be jeopardised. 

The difRcuHy is not insurmountable. We propose to place agricultural 
income on the same footing as speculative or capital losses. A loss sustained 
in " speculative transactions which are in the nature of a business’ may be set 
oflF only against the profits of a similar business.^^ That loss may be carried 
forward and set off only against the profits of another such business. Regard- 
ing capital loss too, the same provision is applicable. 

A loss sustained in the agricultural activity should be set off neither against 
other profits taxable under the business income category nor against profits 
taxable under any other category. The loss should be carried forward and set 
off only against the agricultural income in the subsequent years. As in the 
case of business loss, the agricultural loss should also be carried forward for 
eight years. 

7. Administrative Problems : Some Reflections 

The problem of taxing agricultural income has always been controversial. 
The chief argument against the tax has been the difficulties encountered in its 
administration. Such difficulty is not uniquely an underdeveloped country 
problem. The comparison of U. S. Department of Commerce income 
estimates with the amounts of income actually reported on federal income-tax 
returns filed for 1945 is important in this context. During that year, in which 
farm income was separated from other entrepreneurial incomes, only 36 per 
cent of farm income was reported on tax returns as against 85 per cent of non- 
farm entrepreneurial income.^^ In other words, whereas 15 per cent of the 
industrial incomes liable to taxation escaped tax, in the agricultural sector 64 
per cent of the income evaded the tax. The position in India can be imagined 
where the tax administration has to face widespread illiteracy, lack of reliable 
taxpayer accounts and a large non-monetary segment of the economy. It 
should be pointed out here that the non-monetary sector of the economy is 
not the chief obstacle in the way of tax administration. The absence of 
money-income itself suggests the absence of income above the subsistence 
levels. That income would not be subjected to the income-tax. The monetisation 
of the part of production at home by the assessee could be done without 
difficulty while assessing the taxable income. 

The success of tax administration is dependent upon the extent of removal 
of arbitrariness in the determination and collection of taxes as well as the 
detection of evasion and avoidance. The former part itself is dependent upon 


16 Indian Income-tax Act, 1922, Section 24 (1). 

17 F. Goldsmith, ‘ Appraisal of basic data available for constructing income size distri- 
butions’, Part VI in Vol. 13. Studies in Income and Wealth, National Bureau of Economics 
Research, 1951, pp, 301-302, 
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the factors more or less within the capacity of the Department. The failure 
of agricultural income-tax in Bihar, as we know, has been largely the result of 
considerable arbitrariness in the assessment procedure. The points to be 
taken into account are the quantity of administrative resources devoted to 
tax administration, the effectiveness with which these are applied and the 
obstacles the department has to face because of illiteracy, lack of records, 
taxpayer resistance and the like. In that case, what is needed is honesty and 
diligence on the part of both the assessors and the assessees. The reason for 
the large-scale evasion and avoidance can be sought in the absence of these 
minimum requirements so imperatively necessary for satisfactory income 
taxation. The assessing officer while making estimate should not be “ arbitrary, 
vindictive or capricious ..^the estimate should not be based on surmises, suspi- 
cions or conjectures and the officer must disclose to the assessee the material 
on which he was going to base his estimates and give the assessee a full oppor- 
tunity of making his representation thereon.”^® 

The spirit of voluntary compliance with tax laws on the part of taxpayers 
does not grow up overnight. Even in the case of the Central income-tax, after 
nearly eighty years of its continuous existence, the quantum of tax evasion in 
respect of corporation tax and income-tax has been at about Rs. 2C0-300 
crores in the year 1953-54.^^ It is difficult to establish an honest and efficient 
tax administration, but that does not mean that a wholehearted attempt 
should not be made towards that goal. The Bihar study has proved how 
lengthy procedure of tax-collection and slowness in the disposal of appeals 
have created complicated problems for the assessing authorities. Besides, 
certain gaps in the Agricultural Income-tax Acts have given rise to evasion 
and avoidance on the part of the Hindu Undivided Families. It might be 
expected that an all-comprehensive Indian Income-tax Act will help to make 
good the vagueness in certain provisions of the Agricultural Income-tax Acts. 
The experience gained by the Central Income-tax Department so far in all the 
complicated matters will hasten the pace of improvement in the tax administra- 
tion. In that context, the various recommendations made by the Direct Taxes 
Administration Enquiry Committee may be examined. Besides recommending 
a number of changes in the law, designed to plug loopholes, the Committee 
has called for vigorous enforcement of provisions against tax evaders and 
publication of names of tax-evaders to rouse public conscience.^^ These 
and other measures suggested by it to improve the administration are worth 
studying. 


18 Report of the Direct Taxes Administration Enquiry Committee, 1958-59, Government 
of India, 1960, pp. 20-21. 

19 N, Kaldor, Indian Tax Reform, op. cit., p. 106. This is said to be an overcstimation . 
Still, the amount of unassessed income is undoubtedly substantial. 

20 The Report, Chapter 7, Government of India, New Delhi, 1 959. 
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8. Revenue Aspects of the Reform Proposals 


It is not possible for ns to give an esliaiate of the additional revenue likely 
to be derived by adopting our proposals. First of all, we are not in the possession 
of any data as regards the individuals having the income from agricultural as 
well as non-agricultural sources. The Report on Landholdings published 
by the National Sample Survey provides us with the data regarding the distri- 
bution of landholdings ’according to size. The Survey, however, was under- 
taken in 1954 and the subsequent land reform measures, implemented by 
the different States, might have changed that distribution significantly. 

The total revenue from agricultural income-tax in 1959-60 (actuals) as 
levied in some of the States was Rs. 8-1 crores. The various possibilities by 
which the receipts v/ill be enhanced may be broadly indicated here : 

8.1 As the tax will be a Union tax, it will be applicable to the landholdings 
in all the Stales. At present, only seven States and a part of Madhya Pradesh 
levy the tax. If the reform is implemented, the agricultural income in the 
States such as Maharashtra and Gujarat (the erstwhile Bombay State) and 
Punjab will be subjected to the progressive levy for the first time. The agri- 
cultural incomes in the States such as U. P. and Rajasthan will be taxed again. 
Presently, Mysore State has been levying the tax only on the income from the 
commercial crops. The proposal will bring under its purview the income 
from all other crops as well.^^ 

8*2 With the integration, the rate structure of income-tax will be uni- 
formly applicable to the agricultural income in all the States. The uniformity 
will affect the present rate structures in two ways : Firstly, it will fix the exemp- 
tion limit in accordance with the provision in the Central income-tax. At 
present, the exemption limits in Orissa, Madras and Mysore are Rs. 5,000, 
Rs. 3,600 and Rs. 3,500 respectively. Those higher levels will be lowered to 
Rs. 3,000. Secondy, the Central Income-tax rates will be charged to the agricul- 
tural income in all the States. As we have seen earlier, the rate structures of 
the States such as West Bengal and Madras are faulty in the sense that they 
treat the higher income brackets lightly. In the case of Bihar too, notwith- 
standing the supertax, the rates are not steep and graduation has been length- 
ened too far. The Mysore rate structure too is defective. All these rates will 
be replaced by the Central rates which are fairly progressive. The lower rates 
will be raised and the graduation will be steeper. 

8*3 Because the agricultural incomes are exempted from the Central Income- 
tax, a person earning income from both the sources pays either less tax or 
none. The integration will make the income liable to tax by the single agency. 


21 In thai case, the present Large Landholdings Tax in IJ. P, should be abolished as 
the State had introduced the said tax as a substitute for agricultural income-tax. 
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Therefore, the total income will not be split up. The revenue is expected to 
rise considerably on this account,^^ 

8-4 According to Rule 24 made under Section 59, the 40 per cent profits 
of plantation companies are to be taxed under the Central Incom^'-tax Act 
and the remaining portion is to be treated as agricultural income. For the 
purpose of Central income-tax, Rule 23 regulates the determination of the 
assessable portion of an income which is partly agricultural and partly non- 
agricultural. If the present arbitrary distinction is repealed, the income will 
be combined and treated as a whole. The plantations, which pay the bulk of 
the revenue under agricultural income-tax in Assam, Kerala and Madras, 
will obviously pay more. 

8-5 According to the present Agricultural Income-tax Acts, situation 
of land and not the residence of the assessee is significant for the charge of 
the tax. In other words, the assessee is chargeable to the Agricultural Income- 
tax Act for the income from those holdings which are situated in that State 
only. Now, an assessee having agricultural lands in more than one State pays less 
tax or escapes altogether. Assuming that all the States in which his various 
holdings are situated levy the agricultural income-tax, he may evade the tax 
or avoid it altogether. Centralisation will not give scope to such an anomaly. 
The assessee will have to pay the tax on his total income from all the holdings 
he possesses, no matter in which State they are situated. 

8-6 Taxation of income by one agency is always cheaper than taxation 
by two different agencies. The latter have to maintain an army of officers and 
other staff and the various offices. The integration will reduce the adminis* 
tration cost and the expenditure on collection. This will easily satisfy the 
canon of ‘ economy 

8*7 As the Central Board of Revenue remarked, “the existing exera prion 
of agricultural income from income-tax has been used successively by tax 
dodgers to camouflage concealed business income profits as agricultural income 
and thereby avoid or reduce their tax burden. Our reform proposal 
will plug this loophole. 

8*8 For the administration of estate duty, which is a recent levy, the Centre 
is in possession of necessary information about the agricultural lands. After 
centralisation of agricultural income-tax, the Centre will have more detailed 
information about the lands in India. That will facilitate administration of 
estate duty and improve considerably the receipts from the same. This is, how- 


22 In this context, the observations made by Daniel and Alice Thomer are worth not- 
ing. They remark that ‘ village families in India are mixed forms— they carry on simultane- 
ously a wide variety of different economic activities, the make up of which varies remarkably 
from family to family. This variety of economic activity is particularly characteristic of the 
half-dozen to dozen families which are usually dominant in any given village. They have more 
resources at their disposal and therefore can do more things at one and the same time. ” 
Land and Labour in India, Asia Publishing House, Bombay, 1962, p. 9. 

7hi Memorandum submitted to Taxation Enquiry Commission, p. 52. 
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ever, an indirect benefit frona the proposal, having no direct bearing on increased 
receipts by taxing the agricultural income by the Centre. 

9. The Division of the Proceeds 

If our proposal is accepted, the States will have to be compensated for the 
loss of revenue from this source. We will have to take into consideration the 
procedure by which this can be done. 

9*1 Financial Adjustment Between Central (Federal) 
and State Governments in Respect of Income-tax 

The Government of India Act of 1935 embodied a federal Consititution 
based upon the principle of Provincial Autonomy. It contained a scheme of 
allocation of functions and revenues between the Central (Federal) and Pro- 
vincial Governments so as to afford a large measure of political and fiscal 
powers to the Provincial legislatures. The scheme of division of resources in 
the Indian Union was introduced which made a clear bifurcation of taxes 
to be levied by the Union and the Provincial (State) Governments. Under 
the distribution of revenue, a power to levy taxes on income other than agricul- 
tural income was given to the Federation with a provision that a prescribed 
percentage of the proceeds should be assigned to the Provinces. Hence, under 
Section 138 of the Government of India Act, 1935, the Provinces were given 
a share of the net proceeds of taxes on income other than agricultural income, 
but excluding ' proceeds attributable to Chief Commissioner’s Province or to 
taxes payable in respect of federal emoluments’. The Corporation tax, as also 
surcharge on the basic rates of income-tax, was exclusively assigned to the 
Central Government. 

In January 1936, Sir Otto Niemeyer was appointed to make recommenda- 
tions, among others, in respect of the allocation of the income-tax to the Pro- 
vinces, In this connection, Niemeyer Award had to balance and reconcile two 
considerations. 

On the one hand, there is the vital necessity of safeguarding the financial stability of the 
Centre. On the other hand, having regard to the obvious future needs of the Provinces and 
in order to maintain a reasonable adjustment of relative burdens between the various units 
it is clearly very desirable that the maximum practicable distribution should be achieved.^® 

After balancing these considerations, the Niemeyer Award recommended 
that 50 per cent of the income-tax should be assigned to the Provinces. These 
recommendations were brought into effect by ‘ the Government of India ’ 
(Distribution of Revenues) Order, 1936. 


23 Indian Financial Inquiry Report^ 1937, p. 11. 
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The scheme of division of resources adopted in the Indian Constitution 
follows broadly the financial provisions of the Government of India Act, 1935. 
Financial relations between the Centre and the States became for the first 
time a matter certain aspects of which are to be regulated in accordance with 
the recommendations of the Finance Commission. Under Article 280, the 
Finance Commission has to make recommendations, among others, in regard 
to following matters : 

• 

(a) The percentage of the net proceeds of income-tax to be assigned to 
the State; and 

(b) the basis of the distribution of the share among the States. 

In accordance with Article 280 of the Constitution, the First Finance Com- 
mission was appointed in 1951 under the Chairmanship of K. C. Neogy. The 
Commission raised the provincial share in the income-tax proceeds from 50 
per cent to 55 per cent. As regards the basis of distribution, the Commission 
decided further that 80 per cent of the income-tax share was to be distri- 
buted on the basis of population and 20 per cent on the basis of collection. 
The Second Finance Commission, appointed in 1957, with K. Santhanam as 
its Chariman raised the divisible pool to 60 per cent of the total receipts from 
income-tax. It also altered the ratio of the basis of distribution ; 90 per cent 
on the basis of population and 10 per cent on the basis of collection. 

In the light of above facts, we will have to examine the procedure of the 
division of income proceeds under our scheme. 

9*2 Division of Income-tax Proceeds Under oiir Scheme 

The Constitution has made ‘ agriculture ’ as the State subject in the matter 
of taxation. Article 269 of the Constitution contains the list of exclusively 
State taxes, f. c. taxes levied and collected by the States and appropriated by 
them. This category includes land revenue, taxes on agricultural incomes and 
duties in respect of succession to agricultural land.^^ 

The revenue heads assigned to the States are generally less productive and 
less elastic than those assigned to the Union. By giving the States a share of 
income-tax, elasticity and progressiveness have been introduced in State 
revenues. Now, income-tax itself has ceased to be an expanding source of 
revenue it once was. As the Second Finance Commission put it, ‘‘while in future. 


24 The Constitution empowers the Central Government to levy estate and succession 
duties on any property except agricultural land. The power to levy estate duties on agricul- 
tural land is reserved to the States. (Constitution, Seventh Schedule, List II, Entries 47, 48.) 
"When the estate duty was levied by the Central Government, most of the States authorised 
the Centre to incorporate the taxation of agricultural property in the measure. According 
to the Constitution, the proceeds of the tax from agricultural property are to be assigned 
to the States in which such property is situated, 
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with the progressive expansion of economic activity and the plugging of tax 
evasion, there may be some improvement in the yield, it is unlikely that there 
will be any very large increase in the revenue from this tax. ” Hence, it 
may be concluded that the income-tax is not expected to bring much flexibi- 
lity to the State finance henceforth. 

The Finance Act of 1959 has delinked the personal income taxation from 
the company income taxation. The income-tax paid by companies is now 
classified as corporation tax and is, therefore, no longer divisible constitu- 
tionally. As a result of this change, the pool of income-tax hitherto available 
for distribution has been reduced. Again, with an inevitable expansion of the 
corporate sector in a developing economy, corporate incomes are bound to 
increase relatively in relation to the personal incomes. This will further affect 
the divisible base under the income-tax. 

Now, except perhaps the sales tax and agricultural income-tax in some 
States, almost all the State levies are inelastic. Even the former levy on some 
items has been now centralised and converted into additional excises. If the 
agricultural income-tax also is transferred to the Centre, the States will raise 
a cry on the point that no flexible source of revenue is being left to them. 
Although, some States have not utilised this source and the experience of 
others in respect of revenue is not satisfactory, their argument is theoretically 
correct. The States may take resort of the potential inflexibility of the Central 
income-tax to lend support to their argument. 

Having regard to all these circumstances, we suggest assignment of entire 
revenue proceeds from the tax on agricultural incomes to the States. Once 
this is accepted, the other perplexing question is how to distribute those pro- 
ceeds. We suggest that the factor of contribution alone should be taken 
into account. In the case of distribution of divisible pool of income-tax, both 
the Commissions have agreed that origin or collection of taxes is not a satis- 
factory criterion for allocating share taxes. The case for abandoning the collec- 
tion as basis of distribution is based on the argument that '' the bulk of the 
tax arises out of business incomes, which, in the context of the economic 
integration of the country and the disappearance of barriers in inter-state 
trade, is derived from the country as a whole. The Expert Committee 
on the Financial Provisions of the Constitution observed, 

Origin of locus of income is no doubt relevant, but in the complex industrial and commer- 
cial structure of modern times, where a single point of control often regulates a vast network 
of transactions, where the raw materials come from one place, are processed in another, 
manufactured in a third, marketed wholesale in a fourth and ultimately sold in retail over 
a large area, the assignment ( on the basis of origin) can only be empirical or arbitrary.*'^ 


25 Report, Government of India, 1957, p. 39. 

26 Report of the Second Finance Commission, ibid,, p. 40. 

27 See the Report of the Expert Committee on the Financial Provisions of the Union Con* 
stitution. The Constituent Assembly of India, 1947. 
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We feel that the case of agricultural income warrants more weight to the 
factor of contribution. In the non-agricultural sector, only personal and small 
business incomes can be treated as of local origin. The same treatment should 
be given to the agricultural incomes. Agricultural economy as compared to 
the industrial is less complex and interdependent. The collection of tax on 
agricultural incomes in a particular State can be accepted as a fairly correct 
quantitative index of contribution of that State, as the bases of agricultural 
income creation are not so diversified and widely spread over the country. We 
propose, therefore, to assign to the respective States all the receipts contributed 
by them deducting from it the collection cost.^® If an assessee would be getting 
both types of income, the tax derived from the agricultural portion should be 
calculated and added to the total receipts to be assigned in its entirety to the 
States. This procedure would not create much difficulty as the calculation 
could be based on the Form of Return submitted by such assessee. 

As regards the determination of cost of collection, we suggest apportion** 
ment pro rata between tax from agricultural and non-agricultural incomes. 
This is a matter for the Comptroller and Auditor-General to decide, as under 
Article 279(1) of the Constitution, the ‘ net proceeds ’ in relation to any tax 
or duty have to be ascertained and certified by him and in the process, the 
cost of collection has to be taken into account. 


28 It is interesting to note that while recommending the removal of exemption of agri- 
cultural incomes from the Central Income-tax, the Simon Commission, as early as 1930, 
had suggested that the whole of the proceeds of the taxation of these incomes should be 
assigned to the Provinces of origin. 

See Report of the Indian Statutory Commission, VoL 11, General Publications Branch, 
Calcutta, 1930, p. 240, 

...45... 



EPILOGUE 


In the foregoing pages we have set forth our analysis of the two principal 
agricultural taxes in India — land revenue and the agricultural income-taxes 
— in the light of their historical development, current performance and role 
in fiscal planning. That these two fiscal instruments have been considerably 
underplayed, and that their structure has remained unoriented to planning, 
emerges pointedly out of our Studies. This, of course, is by no means a startling 
discovery; but we feel that we have brought out these features more compre- 
hensively than has been done so far, and that we have pinpointed their policy 
implications in the current context of resource mobilisation. 

Now that the period of annual plans, 1966 - 1969, will soon be replaced by the. 
Fourth Five Year Plan, we are hoping that some concrete steps in the direction 
of rationalising these two taxes may be taken. It seems to us unfortunate that 
in spite of resource pressure at the Centre as well as in the States, there has 
emerged a tendency towards a drastic reduction of land revenue, especially 
on small holdings. By and large, the burden of land revenue, even at the lowest 
level, is so light in the current situation of prices, incomes and costs, that the 
plea of “ granting relief ” has none other than political significance. Indeed, 
we have been at pains to establish the case for a large upward revision of land 
revenue along with its progressivisation. We are not aware of any concrete 
alternative tax scheme which the proponents of land revenue abolition have set 
forth for compensating the fiscal loss. Nor is there any rational justification 
for such a proposal in terms of diminishing revenue pressure; indeed, there 
is every indication that the resource pressure both at the Centre and at State 
level has increased under the combined requirements of defence and develop- 
ment. That this combined pressure may not only continue but may conceivably 
increase over the next foreseeable period is a matter of elementary realism, and 
it has to be kept in mind as a major premise of any plan of fiscal reconstruction. 

The series of Studies presented here are suggestive of both, a short-term 
strategy as well as a long range plan of reform relating to these two agricultural 
taxes. The short-term strategy may be primarily revenue oriented : it should 
discountenance any but the most exceptional cases of revenue sacrifice. By and 
large, the local bodies should be encouraged, in fact pressurised, to raise the 
cesses, within the permissible, limits. In the case of the agricultural income-taxes, 
their extension to those States which have so far refrained from levying them 
Should be a primary requirement; along with that, a significant stepping up 
in the administrative efficiency of assessment and collection should not prove 
too difficult. 
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In regard to long range rationalisation of agricultural taxation, at least one 
aspect is firmly grounded in theory as well as in practical necessity. That sooner 
or later, the taxation of agricultural income will have to be merged with the 
Central income-tax appears to us to be so clear a necessity, both for the sake 
of tax justice and for improved revenue performance that any opposition to 
it would seem to stem only from political pressures. It is not merely the revenue 
loss which motivates the States’ opposition, for this can easily be taken care of 
by the Finance Commission through its tax-sharing ^formula. The real crux 
of the matter lies in the surrender of taxing power, or rather the power to 
restrain all forms of higher levies on agriculture, whether it be through income- 
tax or through the traditional land revenue. An acute foreign observer has put 
this pointedly : 

If there are indigenous resources for development, these are the untaxed 
hoards of the upper ten per cent of the peasantry. Yet the power to tax agricul- 
ture predominantly rests in state hands. The dominant farmers, wholesalers 
and money-lenders who can most afford to pay for development - and who are 
one and the same person in the Indian village — are also the power behind 
the State machines not only of the Congress Party but of most existing Indian 
parties. This is why state governments are failing to raise the revenues demanded 
of them, while still demanding, on their part, that New Delhi find funds for their 
development. This is why the peasant proprietors who form the strongest of 
the new caste lobbies are so often on the side of regional autonomy. As 
sectionalists they can best keep their margin of prosperity beyond the reach of 
national power.” ^ 

Even apart from the political complications, the problem of long-range ration- 
alisation of the traditional land tax is difficult enough. To freeze the current 
land revenue assessments which are already low, so that land revenue would 
become something like a licence tax, is an attractive idea, but it could work 
only if the revenue function is taken over by the agricultural income-tax. Un- 
fortunately, this latter seems a remote possibility in the present context, so that 
it does not appear to be feasible to let land revenue die a natural death. One of 
us has worked out a detailed scheme of land revenue reform which we throw 
open for discussion. 

In the final analysis, tax reform is but one aspect of a general plan design 
directed toward acceptable social and economic goals, depending upon the 
material and spiritual resources of a people. Its basic ingredient is the spirit 
of challenge and struggle, a spirit of active response from the people and 
rigorous pursuit of reasoned objectives on the part of those with whom the 
people repose trust and power. To the evolution of such a spirit we dedicate 
this volume. 


1, Selig S. Harrisoo, India^ the Most Dangerous Decades^ Oxford University Press, 
1960, pp. 335-36. 
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A. APPENDIX TO CHAPTER 3 


Unification of Land Revenue Legislation in Maharashtra.* 

m 

1 . Maharashtra Act No. XLI of 1966 was passed with the object of unifying 
land revenue laws in Western Maharashtra, Vidarbha, Marathwada and 
Bombay City into a single statute. Owing to its peculiar historical origin and 
evolution, Bombay City land revenue law had to be treated as a thing apart ; 
it has been embodied in Chapter XIV of the Act. In the rest of the Maharashtra 
State, there prevailed different systems of land revenue in Western Maharashtra^ 
Vidarbha and Marathwada, but with the abolition of intermediaries, there came 
to prevail one basic tenure, the Raiyatwari tenure, under which land is held 
directly from Government. 

2. The Act provides a uniform system of division of administrative areas- 
divisions, districts, sub-divisions, talukas, circles, etc. “ Mahals ” in certain 
regions have been transformed into talukas. Similarly, “ Wadis ” have been 
converted into separate revenue villages. Further, a uniform nomenclature 
has been adopted for various grades of revenue officers. 

3. The Act of 1966 provides for “ assignment of unoccupied land Tor 
public purposes ” such as grazing, cremation and burial, parks, etc. It also 
contains provisions for villagers’ rights to firewood out of waste land, and to 
minor minerals (earth, stone, etc.) for domestic and agricultural purposes. The 
Act provides for concessional rates for water from rivers and streams. 

4. The Act divides all holders into permanent and temporary. The former 
are further classified into ( 1 ) Occupants Class I, which includes all those who 
hold lands perpetually without restrictions on power of transfer, and ( 2) 
Occupants Class II, those whose occupancies are subject to certain restrictions 
of transfer. Temporary holders are styled Government lessees ”, paying rent 
as settled in the specific agreement. Lands in a village not held by occupants, 
tenants or lessees is classed as '‘unoccupied”, and it could be disposed of by the 
State Government on such terms and conditions as it thinks fit. Except for the 


^ Based upon articles in Lok Rajya, January-— April 1967, and radio speech by ShriD. 
S, Desai, Revenue Minister, on August 14, 1967, 
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right of transfer, the rights and obligations of all occupants are similar in respect 
of the use of land for sinking wells, constructing farm buildings, trees, etc. 
In case of Occupants Class II, provision is made to enable them to mortgage 
their lands to co-operative societies or Government for securing loans. Further, 
in order to give an opportunity to a defaulter whose land has been forfeited 
to reclaim it, it has been provided that forfeited lands should be kept under 
Government management for a period of three years, during which the defaulter 
may get it back on payment of arrears and a fine. 

5. Separate arrangements relating to survey, settlement, and assessment of 
land revenue in Western Maharashtra, Vidarbha and Marathwada are now 
codified uniformly and separately in three chapters : ( 1 ) Revenue survey, 
( 2 ) Assessment of agricultural land, and ( 3 ) Assessment of non-agricultural 
land. The procedure relating to survey, settlement and assessment is standard- 
ised over the whole state, and similarly the period of settlement — 30 years — 
has been made uniformly applicable. The principle of perpetually exempting 
improvements has been adopted over the whole state. The Act also makes 
uniform provision for granting suspensions and remissions, and in special cases, 
reductions of assessment. The provision in the Bombay Land Revenue Code 
Amendment Act ( 1938 ) relating to surcharge or rebate in assessment in accord- 
ance with rise or fall of prices has been withdrawn. It is also provided that the 
assessment could be altered if agricultural land is used for non-agricultural 
purposes during the currency of a settlement. The Act imposes the responsi- 
bility on the holder to secure the Government’s permission before changing the 
use of agricultural laud for non-agricultural purposes, or for changing the 
character of non-agricultural use. Penalties are provided for unauthorised 
change in the use of land. The diversity of rates of non-agricultural assessment 
in different parts of the State is now done away with, and uniform rates are 
prescribed in the light of urban or non-urban situation of the land, and a uni- 
form term of assessment — 15 years — has been laid down. Exemption from 
non-agricultural assessment in the case of lands used for educational or chari- 
table purposes has been provided. 

6. The Act makes detailed provision regarding the record of rights, 
mutations on account of acquisition of rights and necessary alterations in the 
records. In order that every occupant should have a precise and up-to-date 
account of his rights in land, arrangement has been made for the supply of 
a booklet to each occupant containing a copy of the record of rights, and 
information regarding area, crops, land revenue liability, loans, etc. 
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7. Procedures relating to recovery of land revenue, recovery of arrears, 
coercive measures against defaulters, disposal of forfeited property of defaulters’ 
etc. are codified in detail. Similarly, procedures relating to appeals, revisions, 
etc. and the powers and duties of the Revenue Tribunal, are made uniform over 
the State. 

8. On the whole the Act of 1966 is a very compreheii^ive and well-drawn-up 
statute, and it is generally conceived in a liberal spirit. It represents a very able 
adjustment between the occupants’ just rights and the Governmenfs necessary 
obligations. 
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figures regarding the total revenue of States for the previous years as given in the Report for 1960-61 differ 
from those given in the earlier Reports on account of new classification adopted. Certain other explanations 
given in the Reports regarding the variations of the figures for both the Centre and States are not given here 
as they are of negligible importance to our present purpose of studying the broad trends. 
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REVENUE RECEIPTS OF THE MADRAS GOVERNMENT ; 1938-39 — 1959-60 
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(First six months ) 

Madras 1953-54 5,080.73 522.17 30.86 369.23 90.60 417.04 

State after 1953-54 2,301.97 299.20 . 12.42 149.59 27.64 169.11 

Andhra ( Second six months ) 
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Bombay State 1957-58 1,474.71 7,363.17 20.03 9,301.41 15.86 12,835.31 11.49 

afterStates’ 1958-59 1,344.46 7,166.01 18.76 10,091.45 13.32 14,141.45 9.51 

Reorganisation 1959-60 1,149.83 7,388.92 15.56 10,433.12 11.02 14,993.65 7.67 

Total Own-Tax Revenue means the same as in Table 3. 

Source ; Compiled from the Budget Documents of the Bombay Government. 
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REVENUE RECEIPTS OF THE MAHARASHTRA GOVERNMENT : 1960-61 — 1965-66 
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(n) From 1961-62 onwards figures relate to grants in lieu of Tax on Railway Passenger Fares. 



Tabus 9 

RECEIPTS FROM AGRICULTURAL INCOME-TAXES IN VARIOUS STATES 

( in thousands ) 
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t The Year of Partition. The figure is not available. * Not available. 
Source : Budgets of the respective States. The figures to the ‘ Actuals ’ 
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Table 10 

COST OF COLLECTION OF AGRICULTURAL INCOME-TAX IN VARIOUS STATES 

( Rupees in thousands ) 

Amount of tax Cost of Amount of Cost of 
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Average only for two years. In the case of Bihar and Hyderabad, two years — 1951 to 1953 are taken. In the case 
of West Bengal, the average is for the years 1950-52, 
fAverage for the years — 1957-59, 

Source ; Compiled from the budgets of the respective States. 
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